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FOR NEW 
ENTERPRISES 


Incorporated 1944 to help in financing 
new or expanding, small and medium 
sized industrial enterprises, including: 
@ manufacturing ®@ processing 
@ construction @ packaging e repairing 
® transportation @ warehousing 
e@ engineering and _ scientific research. 


e other industrial activities 
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regional office. 
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Winnipeg 195 Portage Ave. East 
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Vancouver .. 1030 West Georgia Street 
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‘HOW ADVANCED CAN YOUR DATA PROCESSING GET? 
Let the Burroughs Typing Accounting Machine show you 


Yes, from Burroughs still another way to have 
advanced data processing at its profit-protect- 
ing, time-saving best. 


It’s the Burroughs Typing Sensimatic Account- 
ing Machine, which has brought new automa- 
tion, flexibility and typing talent to descriptive 
accounting jobs across the continent. 


New Automation through the big array of proved 
Sensimatic features that make key decisions 
and complicated motions for the operator as the 
machine races through its work. New flexibility 
through the interchangeable Sensing Panels that 
wrap up four jobs each and switch from job to 


Burroughs 


1 


job at the flick of a knob. New typing talent 
through a new typing principle that makes for 
easy speed, clean-cut printing and completely 
jam-free operation. 


Yes, it’s that fast, that automatic, that flexible. 
And there are more far-ranging advantages 
where these came from. For Burroughs makes a 
full range of data processing equipment that 
extends from the most advanced accounting 
machines to the most advanced giant electronic 
computer systems. For help with your data proc- 
essing problem, call your local Burroughs office 
or write Burroughs Adding Machine of Canada, 
Limited. Factory at Windsor, Ont. 

Burroughs and Sensimatic—TM’s 


Burroughs 


“NEW DIMENSIONS | in electronics and data processing systems” 





an Underwood 
Samas user 
could make this 
statement: 


Perte SEXMITIREMELY LOW COST 
ALLOWED US TO TAKE ADVANTAGE 
OF A PUNCHED CARD SYSTEM” 


R. E. Oliver, Controller 
Donald Ropes and 
Wire Cloth Limited 

bet Taslincola) 








Donald Ropes and Wire Cloth 
Limited, like many other companies, 
have discovered that the Underwood 
SAMAS Punched Card system pays 
off immediately—and that the initial 
cost is well within their reach. 


Listen to what impresses Mr. Oliver: 
“reliability and fairness of the 
service... 

“simplicity of operation . 
training staff” 
“Comparative low cost of rental and 
supplies” 

“flexibility of equipment” 

“technical assistance given by Under- 
wood SAMAS Methods personnel” 


“we have not added a new person to 
our accounting staff since installing 
your punched card equipment over 
two years ago” 

This company uses Underwood 
SAMAS equipment mainly for Sales 
Analysis, Payroll Analysis, Accounts 
Receivable, and also for special 
tasks: labels for files, mailing lists, 
overdue account listings and manu- 
facturing operation research. 


This low cost system will save money 
for yourcompany too. Takeadvantage 


. . ease of 


of this no obligation offer: 


Underwood SAMAS offer 
at no expense or obligation to you: 


1. Underwood’s Punched Card 
Specialists study your business oper- 
ations. 


2. Underwood’s SAMAS Methods 
Division determines your need. 

3. Only then, is a proposal made, 
designed to dovetail into your partic- 
ular requirements. Costs, machines, 
personnel procedures, and expected 
results are submitted to you. You will 
then be able to judge for yourself the 
advantages offered by the Underwood 
SAMAS Punched Card System, and 
come to an accurate decision. 


PUNCHED CARD 
underwood 


DIVISION 
LIMITED 


Ask your serene to Lom this coupon: — 


The SORTER 
arranges punched 
cards in required 
Sequence, 


The printing 
TABULATOR 
reports in 
habetical 
numerical 
form. 


The compact 
high-speed 
KEY PUNCH 
is completely 
flexible. 


The INTERPOLATOR 
performs varied and diverse 
card grouping operations. 


Head Office: 135 Victoria Street, 
Toronto 1, Ontario 
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V Treasury Bills 
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Vv Instalment Finance Notes 


@ Company Treasurers- 
We can help you keep your short term 


McLeop, Younc, WEIR & COMPANY 


LIMITED 
50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 





How more than 2 million Canadians save 


Tine cel Moveey. 


For Saving Money ... Paying Bills... 
Banking by Mail... Travel Financing... 
Sending Money Away .. . Safekeeping of 
Valuables . .. Operating a Joint Account... 
Obtaining Business Information . .. Buying 
and Selling Securities . . . these are only Banu oF Mowrn 
nine of the ways in which Canadians in all SS 
walks of life use the B of M. sa 


Find out more about the B of M’s many time 
7 P and money saving services. Ask for our booklet: 
“21 Ways 2 Million Canadians use the B of M”. 
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There are more than 725 B of M BRANCHES across CANADA to serve you 
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J. R. PETRIE (page 19) 

It has been said that no two reces- 
sions are alike but the present one, in 
the view of many economists, is cer- 
tainly the most unique because of the 
contradictory factors of rising un- 
employment and continuing inflation. 
In “A Slow Climb Back?”, Dr. James 
R. Petrie looks into what has been 
termed the “clouded crystal ball” of 
our Canadian economy and, as an ex- 
perienced economist, is tempted to 
forecast when business conditions in 
general will begin to show improve- 
ment. He points out that a construc- 
tive factor is that capital programs at 
all government levels, federal, pro- 
vincial and municipal, will continue 
to have a stabilizing influence and 
that this fact, in addition to the rela- 
tively high level of activity in hous- 
ing, will dominate the economic scene 
in Canada at least for the first few 
months of 1959. 


For 10 years Dr. Petrie was head of 
the Department of Economics and 
Political Science at the University of 
New Brunswick and spent portions of 
this period serving on a number of 
wartime federal and provincial com- 
missions. From 1946 to 1950 he car- 
ried on a part-time consulting prac- 
tice in the Maritime provinces and in 
1950 was appointed director of re- 
search, Canadian Tax Foundation. 
He resigned in 1952 to become direc- 
tor of economic research, Jones, Hew- 
ard & Company, Montreal, and four 
years ago decided to start his own 
consulting practice in the Town of 
Mount Royal, P.Q. He is a graduate 





of the University of New Brunswick 
and carried out post-graduate studies 
at Northwestern University and the 
University of Chicago. He has a 
Ph.D. in economics from McGill Uni- 
versity. 


HENRY DAINOW, C.A. (page 24) 
More and more companies are 
offering the use of electronic equip- 
ment on a service basis to small busi- 
nesses unable to afford its cost or 
rental, writes Henry Dainow in “Ac- 
counting by Remote Control”. As the 
title indicates, the author's interest is 
in tailoring the accounting require- 
ments of any accounting business to 
align them with machine processing. 
After describing four basic stages for 
achieving this, he says that the ad- 
vantages offered by machine process- 
ing are so overwhelming that any 
disadvantages are insignificant by 
comparison. Incidentally, in explain- 
ing his reason for preparing the 
article, Mr. Dainow wrote the Editor: 


“Experience over the last three 
years has been so useful, interest- 
ing and effective that I feel that a 
wider knowledge and application 
of this type of service would be 
particularly beneficial to others.” 


Mr. Dainow is senior partner in 
the Montreal firm of Dainow, Alper 
& Co. and a member, since 1938, of 
the Institute of Chartered Account- 
ants of Quebec. 


HAROLD SHAFFER (page 29) 

In the concluding article in the 
series on Small Retail Store Account- 
ing, Harold Shaffer takes a close look 
at merchandise planning. Here is a 
problem involving not only the re- 
tail merchant, whose future is at 


stake, but also the accountant who, 
Continued on page 8 





Copyflex Model 110— Handy desk 
top model copies originals 11” wide 
by any length. Makes up to 300 
letter-size copies per hour. Other 
models available with copying 
widths up to 54”. All machines 
available on Lease-Purchase Plan. 


THE 


ROYAL TRUST 
COMPANY 


Flattene Peak Period 
for Tax Returns! 


With modern Bruning Copyflex copying 
machines, The Royal Trust Company has 
eliminated the vast amount of slow, costly 
typing in tax return work. 

With Copyflex, Royal Trust staff account- 
ants fill in government-approved translucent 
tax forms (printed on one side only). From 
these original forms, Copyflex mechanically 
makes sharp, exact copies in seconds. Any of 
the Copyfiex copies is acceptable for filing with 
the government. 

Royal Trust has substantially reduced cleri- 
cal work during the tax season, has freed two 
staff accountants from checking typed returns. 
Clerical copying errors have been eliminated. 
Returns go out faster. 

Whether you're in the trust field or a public 
accountant, you can slash paperwork in almost 
any accounting operation with Copyflex. 
Machines are clean, odorless, economical — 
letter-size copies cost approximately a penny 
each for materials. Mail the coupon below 
for complete information. 


BRUNING 
ppylex 


Charles Bruning Company (Canada) Ltd. 
105 Church Street, Toronto 1, Ontario 


Please send me information on Copyflex for 
O tax return work O general accounting. 


i ee 
Company 
Address 


City, Province 
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When Are 
Liquid Assets 
Not Liquid? 


When they can’t be used to pay 
bills. (For example, when they’re 
tied up in accounts receivable.) 
Perhaps you have a client who is 
rich in accounts receivable, and 
wee in cash, and whose growth is 
nn by the lack of liquid 
capital. 
You can show these clients a way 
to put this capital back to work. 
You can advise them how to con- 
vert their accounts receivable into 
ready cash by factoring with Ca- 
nadian Factors. Here are the 
services we provide: 


© We buy your client's accounts re- 
celvable outri — he receives 
cash as soon as the merchandise 
is shipped. 


We guarantee 100% — 
once we've booght his accounts, 
the credit risk becomes our worry. 


We free your client from making 
credit decisions — he's able to 
devote his full time to the profit- 
making aspects of his business. 


bookkeeping, collection and credit 
departments. 


—- these services could be of 
great help to some of your clients. 
If you’d like to discuss the advan- 
tages of factoring with them, and 
you want more information for 
your own use, write today for our 
free booklet: “Credit Risks and 
Frozen Accounts.” 


ow \\\, 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 


423 Mayor Street, 
Vi. 9-8681 
Established in 1931. 


Montreal 








Continued from page 6 


while he should obviously not con- 
sider himself a merchandiser, can be 
of incalculable help to his client in 
interpreting merchandise controls. In 
his comprehensive article “The Small 
Store — Merchandise Planning”, the 
author examines all the related 
factors and indicates what the retailer 
must do in order to offer to his cus- 
tomers a balanced assortment of 
goods on which he can be sure of 
making a profit. 


Mr. Shaffer teaches retail store 
management at the Ryerson Institute 
of Technology and, in addition, acts 
as a consultant to retailers and con- 
tributes articles regularly to various 
trade publications. Before joining 
Ryerson, he was associated with 
Shaffer’s Limited in Ottawa, where 
he held the position of comptroller 
and general manager. He, at one 
time, operated his own small busi- 
ness. 


H. C. GRANT (page 35) 

A good job evaluation program is 
probably the most important single 
factor in successful personnel admin- 
istration, but it should not be at- 
tempted unless there is a real need 
to improve job recognition and the 
existing wage and salary structure, 
writes Henry C. Grant in “The In- 
stallation of a Job Evaluation Pro- 
gram”. The author is well informed 
on his subject and draws an interest- 
ing comparison between job evalua- 
tion and merit rating. The former, he 
points out, is the impersonal measur- 
ing of a job as a job; the latter is a 
more or less personal measurement of 
a man doing a job. Dr. Grant out- 
lines several systems used in job 
evaluation and concludes by giving 
an example of the analysis work con- 
ducted in a plant partially closed for 


Continued on page 9 








Continued from page 8 


a year, where new owners plan to 
re-organize it and engage new man- 
agement personnel. 


Dr. Grant is director of the man- 
agement services division of Deloitte, 
Plender, Haskins & Sells. He served 
with the World Health Organization 
in Geneva from 1949 to 1957 as di- 
rector of the administrative manage- 
ment and personnel division and, 
from 1945 to 1949, was associated 
with J. D. Woods & Gordon Limited. 
For 15 years he taught economics at 
the University of Manitoba, during 
which period he served as consultant, 
Empire Marketing Board (1929), as 
chairman, Manitoba Royal Commis- 
sion on Fisheries (1933), and as di- 
rector, Manitoba Economic Survey 
(1937-38). He graduated from the 
University of Manitoba and subse- 
quently obtained his Ph.D. in Eco- 
nomics at Stanford University in 
California. 


COLIN SHAW (page 42) 


In “Workmen’s Compensation Fi- 
nancing”, Colin Shaw outlines the 
principles of the Ontario plan of 
workmen’s compensation and why its 
assessment rates have been accepted 
as a legitimate first charge on pro- 
duction costs. He points out how the 
accountant can protect his client by 
ensuring that the company has ade- 
quate coverage and how failure to 
submit payroll returns or pay assess- 
ments may result in the employer 
being responsible for the full amount 
of compensation for any accident to 
his employees during the period of 
default. 


From 1942 to 1947, Mr. Shaw was 
chief of the review division, National 
War Labour Board and, in 1948, 


Continued on page 10 
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o Multi-Rite 
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ACCOU NTING } 


Complete records in 1/8 the 
usual time. For private or gen- 
eral payrolls; accounts receiv- 
able. Uses low — stock forms. 
For details or demonstration 
call BUSINESS ron DE- 
PARTMENT — HI. 4-6671 or 
address 38 Green Belt Drive, 
Don Mills, Toronto. 
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OFFICE SUPPLIES ¢ PRINTING 
BUSINESS FURNITURE 


TORONTO HAMILTON 








How does 
Accounts 
Receivable 
Financing work? 


®@ The cost for the loan is the same 
interest that the bank charges, 6% 
per annum. Our profit is made from 
a small service charge of from I % 
to 2% % per invoice, charged only 
once (and not each month as some 
people think), that is made when the 
receivables are discounted, 


We set no limit on our loans. Our 
advances are made accordingly to 
their sales. The more they sell, the 
more money the firm needs to oper- 
ate. Funds are available immedi- 
ately as goods are shipped. 


No contracts are signed obligating 
the firm to discount all their receiv- 
ables for any period of time with us. 


Nor do we ask that they assign all 
their accounts to us. The firm may 
wish to keep certain accounts, who 
do not wish to be factored, for 
themselves. 


We advance 75%-90% on the in- 
voices. These advances are usually 
made on a weekly basis but can be 
done more frequently if desired. 


The difference, which we call re- 
serves, is paid back when the 
account is paid. 


Advances on every acceptable 
schedule of invoices will be paid 
= same day we receive the sched- 
ule. 


Last year the total volume of 
factoring and accounts receivable 
fmancing in the United States reach- 
ed $11-billion. Non-Bank Financing 
evidently works. The costs are 
usually offset by increased sales; 
and increases profits through having 
proper inventories and modern plant 
and equipment made possible by 
our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITEC 


164 Eglinton Avenue East, 
Toronto 17, Ontario, 
HUdson 1-5285. 
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joined the Ontario Workmen’s Com- 
pensation Board, setting up first the 
personnel department and later trans- 
ferring to the executive department. 
He moved into his present position as 
a senior executive officer of the Board 
in 1953. Under the International Co- 
operation Administration, many stu- 
dents of social legislation study the 
Ontario plan and Mr. Shaw directs 
the programs of these international 
students. He is an associate member 
of the Research Institute of America. 


EDITORIAL (page 17) 

Criticism of a client’s operations by 
a staff assistant strong on technical 
ability but lacking in human rela- 
tions, writes John A. Orr in this 
month’s lead editorial “Human Rela- 
tions and the Auditor”, “could strain 
the good relations which a principal 
has with the senior executives of his 
client”. The author goes on to show 
how human relations is one of the 
most vital ingredients in an account- 
ing practice and points out that even 
though the auditor must appear at 
times in the role of a critic, his ability 
to understand human relations and 
work with people plays a key role in 
a successful practice. This holds true 
not only of the auditor but at all 
levels throughout the organization. 


Mr. Orr is a partner in the Toronto 
office of Ross, Touche & Company 
and a member of Council of the In- 
stitute of Chartered Accountants of 
Ontario. He obtained his certificate 
in 1951 and has taken an active in- 
terest in Institute affairs, having 
served on the Board of Instruction 
and the Committee on Public Rela- 
tions. 
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TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


FOR DURABLE ECONOMICAL BINDING OF ALL LOOSE LEAF FORMS 


ACCOPRESS BINDERS 
CUT COSTS 75% 


* Do work of binders costing 4 or 5 times as much. 
* Fasteners to fit all standard perforations. 


* Normal capacity to 3” (1000 slreets), available to 
o. 

* Sizes from 4” x6” to 36” x 40”. 

* No bulky mechanism—easy to stack or file. 


* Stiff, durable covers. 


ACCOPRESS BINDERS, used for filing or storage, 
keep all office records available for fast, easy refer- 
ence . . . AT LOW LOW COST! 


ASK YOUR STATIONER FOR ACCOPRESS BINDERS 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IN U.S.A.—ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, N.Y. 
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C.1.C.A. Examination Results 


A record number of successful can- 
didates in the 1958 uniform examina- 
tions have increased the ranks of the 
profession in Canada to approximate- 
ly 8600 members. Out of 1005 final 
candidates, 586 
passed and 167 ob- 
tained supplement- 
al standing. Of 943 
intermediate can- 
didates 525 passed. 

The governor- 
general's gold mea- 
al for the highest 
average standing 
on the final six pa- 
pers, which carries 





I. L. ROSEN 
with it an all-expense trip to the 
C.I.C.A. annual conference (in Van- 
couver next September), was won by 
Irving L. Rosen of Duckman, Kurtz, 


Resnick & Company, Toronto. Mr. 
Rosen was born in Toronto and edu- 
cated at Harbord Collegiate Institute 
where, in the Grade XIII examina- 
tions, he wrote ten papers and ob- 
tained ten firsts. . 
In addition to the 
gold medal, he re- 
ceives one of the 
two $100 Edmund 
Gunn prizes being 
awarded this year 
for the first time. 
Geoffrey R. Con- 
way, 25, of Van- 
couver, is _ this 
years winner of  g. R. CONWAY 
the C.1.C.A. silver medal and the 
other Edmund Gunn prize for plac- 
ing second in the final examinations. 





He was educated at Victoria High 
School and College and is a B.Com. 
graduate of the 
university of British 
Columbia. He was 
awarded the Ki- 
wanis gold medal 
on leading the 
U.B.C. Commerce 
graduating class 
and, in the 1956 in- 
termediate uniform 
examinations, won 
the B.C. Institute's 








D. C. ROSS 
silver medal for the highest standing 
in that province. He is at present in 
the Vancouver office of Clarkson, 
Gordon & Co. 


Placing third in this year’s final ex- 
aminations was Donald C. Ross of 
Price Waterhouse 


& Co., Winnipeg. 
Mr. Ross receives 
a CJI.C.A. cash 


award of $75. 


In the intermedi- 
ate examination, 
top marks and the 
C.1.C.A. _ silver 
medal were award- 
ed to Wilhelm Det- 
lefsen, now with W. DETLEFSEN 
Riddell, Stead, Graham & Hutchison, 
Calgary. Mr. Detlefsen graduated 
from Flensburg High School in Ger- 
many and came to Canada in 1955. 
He was a prize winner in Alberta in 
his primary examination. 





Recruitment Film 


Arrangements have been made be- 
tween the National Cash Register 


Continued on page 14 








me) me CLC LLL 


C.1.C.A. Publications 


Immediately on release 
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Last year The Canadian Institute 
of Chartered Accountants planned a 
Permanent mailing list to help its 
members obtain publications easily. 






Those on the list are sent every publication when issued and saved 
the trouble of having to place a separate order each time a new 
book or brochure is published. They are also assured of receiving 
copies of new publications immediately after release. 


Already 350 individuals and companies have listed their names with the 
Institute and have been receiving its interesting and informative publi- 
cations. 


So far a variety of subjects have been covered such as grain account- 
ing, accounting for the forest product industries, integrated and elec- 
tronic data processing, municipal finance, Canada's investment business. 
The latest to appear this month is accounting for the small retail store. 
More brochures are planned for publication later this year. 


You are invited to enter your name on the permanent mailing list and 
receive the Institute's publications as they become available (averaging 
three per year). 


Take advantage of this service by mailing 
the coupon below:— 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 


Please enter my name on the permanent mailing list, starting with "Small Retail Store 
Accounting". | expect to receive Institute publications as they become available 
(averaging 3 per year). 
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Company of Canada and the Cana- 
dian Institute of Chartered Account- 
ants for the production of a film on 
the accountancy profession, with 
special emphasis on recruitment. The 
film, which will have both an English 
and a French version, will be re- 
leased in the late spring of 1959, and 
copies will be made available to the 
Provincial Institutes, educational de- 
partments of the Provincial Govern- 
ments, and the National Film Board. 
Through the last agency, the film will 
be shown to many adult audiences in 
service clubs and other organizations. 
The C.I.C.A. Public Relations Com- 
mittee will act as advisers to Crawley 
Films Limited, the film’s producers. 


Management School 

The Banff School of Advanced 
Management will convene for its 
tenth session from February 2 to 
March 14, 1959. The school is a co- 
operative undertaking of the Univer- 
sities of Alberta, British Columbia, 
Manitoba, and Saskatchewan. 


Financial Post Awards 

The eighth annual report contest 
sponsored by The Financial Post last 
fall resulted in the following winners: 

Manufacturing — Metals & Metal 
Products: Aluminium Ltd., Dominion 
Electrohome Industries Ltd., Ford 
Motor Co. of Canada. 

Primary Manufacturing — All Other 
Products: British American Oil Co., 
Abitibi Power & Paper Co., Imperial 
Oil Ltd. 

Secondary Manufacturing — All 
Other Products: Moore Corp., Hiram 
Walker-Gooderham & Worts Ltd., 
Harding Carpets Ltd. 

Merchandising and Distribution: 
Dominion Stores Ltd., Southam Co., 
Silverwood Dairies Ltd. 


Mining and Oil Production: In- 
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Noranda 
Mines Ltd., Sherritt Gordon Mines. 

Utilities: British Columbia Power 
Corp., Consumers Gas Co., Mexican 
Light & Power Co. 


Nickel Co., 


ternational 


Finance: Industrial Acceptance 
Corp., Investors Mutual of Canada 
Ltd., Canada Life Assurance Co. 


Chester S. Walters 

It is with regret that we announce 
the death of Dr. Chester S. Walters 
who died on December 10, 1958 at 
the age of 80. Dr. Walters founded 
the Certified Public Accountants As- 
sociation of Ontario in 1926 and was 
an honorary life member of that or- 
ganization and the Canadian Institute 
of Certified Public Accountants. 

Dr. Walters served for a record 18 
years as deputy provincial treasurer 
of the Ontario Government and for 
the past five years remained as con- 
sultant to the Treasury, watching ex- 
penditures rise since 1935 from 
$100,000,000 to $604,000,000 in the 
1958 budget. 

He had a wide and comprehensive 
knowledge of business and its prob- 
lems and a special ability for dealing 
with financial matters which enabled 
him to keep a close watch on the 
province's fiscal policy in relation to 
its industrial growth. 


In the News 

FREDERICK Fietp, C.A. (B.C.), has 
been appointed to the board of direc- 
tors of the Bank of Canada. 

C. F. Experxin, C.A. (Que.), has 
been elected to the board of Carleton 
University, Ottawa. 

V. W. T. Scutty, C.M.G., F.C.A. 
(Ont.), has been elected to the board 
of directors of the Sun Life Assurance 
Co. of Canada. 

W. A. ArsBucke, C.A. (Que.), has 
been appointed chairman of the 
Canadian board of directors of The 
Standard Life Assurance Co. 
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Current Business Topics 










In each issue of our Monthly Review and 
Securities List we deal with a current business 
topic or a timely aspect of the Canadian 
economy. Particulars of a number of recent 
new Bond and Share issues are included along 
with prices and yields of Government, Muni- 
cipal and Corporation securities available for 
investment. 











A copy of the Review and Security List will be 
sent regularly upon request. 
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LIFE INSURANCE 
> (20 Year Reducing Convertible Term Insurance) 


Annual Premiums 











Age 30 $119.90 Age 40 $222.45 
Age 35 158.20 Age 45 346.45 


REUBEN SCHAFER insurance service 
representing Occidental Life 
269 FALSTAFF AVENUE - TORONTO, 15, ONT. . CH 4-3123 








aD HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 
@ Save collection and bookkeeping costs and avoid credit losses. 
@ The low cost way to convert their tied-up capital into working cash. 


LOWEST RATES _ FOR aaa DETAILS. PHONE OR WRITE 
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Before and After... 


Before you invest, investigate . . . is just good common sense: 
And yet, year after year it is amazing how many people. . ; 
good sensible people too . . . fail to do just that. 


Buying securities on tips, on rumours, without examina- 
tion, or buying on the advice of uninformed people, very 
often causes many an investment headache. Better Business 
Bureaus are kept busy, Securities Commission officials look 
into innumerable complaints, and securities are purchased 
which sometimes turn out to be... “not what I thought.” 


Before you invest, investigation is good common sense. 
After you invest, investigation is also good common sense. 
“See your dentist twice a year”’ is not propaganda .. . it is 
preventive dentistry. Most people think it good business to 
check trouble before it starts or, at least, before it becomes 
serious. 


To have your investment adviser check your securities at 
regular intervals makes sense too. Conditions change, in- 
dustries change, markets change. To “put them away and 
forget them” is not good . . . it’s not good for teeth, and 
it’s not good for securities. 


Our organization is equipped to help you investigate 
before you invest and .. . after you invest, to help you by 
regularly checking your securities to see that your funds 
are working to best advantage and to see that they are 
doing for you what you want done. Any of our offices or 
representatives will help you... drop in or write, whichever 
is more convenient. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 












Editorial 





HUMAN RELATIONS AND THE AUDITOR 


AN UNUSUAL COMBINATION of salesmanship and independence, in ad- 
dition to many other attributes, is required of the public accountant 
in his relations with clients. 

Service to his client is the main stock-in-trade of the auditor and 
is constantly in the forefront of his thinking. However, at all times 
he must observe his professional integrity and be aware of his re- 
sponsibility to the shareholders who have requested him to make 
such examinations as are required in order that he may formulate 
an independent opinion on the financial statements of their com- 
pany. There are many opportunities which may be developed by the 
auditor in order to render service and promote good relations with 
his client and their staff without creating a conflict with his inde- 
pendence. 

Among the more important are the interest which the auditor 
takes in his client’s affairs including keeping him informed of chang- 
ing tax legislation, suggesting improvements in internal control, as- 
sisting in procedural and system changes and keeping in the picture 
on any changes affecting operations, to name but a few. It is neces- 
sary to ensure that this is a continuing program and that this think- 
ing permeates to the newest addition to the auditor’s staff. 

We are always striving to attract to the profession a high calibre 
of personnel, capable of attaining the required qualification. Comple- 
mentary to this desire is the responsibility which principals of firms 
must accept in the training of staff, training not only in accounting 
and auditing but in all phases of public accounting practice. Recog- 
nition of the importance of human relations should form a major 
part of any training program, and this can best be accomplished 
when staff are on actual assignments. The final responsibility of 
staff training rests with the principal of the firm. However, since 
most new personnel obtain part of their training by working in the 
clients’ offices under the direct instruction of seniors and supervisors, 
some delegation of this responsibility is necessary. What is required 
is the application of a portion of time on any assignment to human 
relationships both by example and general instruction. Criticism 
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of the client’s operations by a staff assistant strong on technical 
ability but lacking in knowledge of the correct approach could 
strain the good relations which a principal has with the senior execu- 
tives of his clients. 

Due to the very nature of his assignment, the auditor must ap- 
pear at times in the role of critic, but if he is able to obtain the co- 
operation of his client and is constructively critical in all his work, 
both will ultimately benefit. A few of the many small matters which 
could tend to spoil good relations from the auditor’s point of view 
are inadequate accommodation, insufficient information and explana- 
tions, and unavailability of time for discussions; from the client's 
point of view good relations could be spoiled by irregular work hours, 
mislaid documents and disruption of staff from daily operating as- 
signments. For the auditor, salesmanship and tact will overcome 
many of these; for the client, cooperation will inevitably benefit him 
through the receipt of additional service. 

The end result of good human relations between client and audi- 
tor will be satisfaction received from a productive and beneficial 
assignment efficiently carried out. 


PROGRESS IN PUBLISHING 


SINCE THE FIRST issue of The Canadian Chartered Accountant in 
July 1911, the cover has remained a sombre gray, and changes to its 
physical appearance have been confined to typographic design and, 
more recently, a distinctive colour ink to distinguish the volumes of 
each succeeding year. With this issue the gray cover has been dis- 
carded in favour of a white-coated stock printed in two colours, and by 
this step the magazine takes on a more modern and striking appear- 
ance. Producing a magazine is a science just as any other business 
activity, and the search for new ideas in format and design is con- 
tinually going on so that publications may become more enjoyable to 
read and show a steady increase in their sales. However, in the case 
of a professional journal, it is not dollar and cent sales that prompt 
a change but the desire to keep abreast of the contemporary scene in 
publication production. It is on this thought and hope that the 
present change has been decided. 

With the circulation of The Canadian Chartered Accountant ex- 
ceeding 15,000 copies a month, it would be impossible to satisfy 
all tastes both as regards format, design and editorial content. While 
some may favour the old cover and others prefer the new, there 
will be general agreement that the really important thing for 
the journal’s continued success is what lies between the covers. How- 
ever, the type-face arrangements, display, paper, and careful copy- 
editing of the manuscripts themselves are closely interrelated, and 
collectively they can make or break a publication. A dynamic 
approach to these features in our journal identifies the profession with 
its expanding opportunities and increased sense of responsibility. 
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A Slow Climb Back? 





J. R. PETRIE 





A YEAR AND A HALF AGO, it was be- 
coming apparent that the capital in- 
vestment boom in Canada was getting 
tired. In the second half of 1957, the 
trend of business activity in Canada 
had turned distinctly downward. 
This is the third postwar recession. 
It has been deeper and more pro- 
longed than either of the other two. 

The first recession, which was 
mild, occurred in 1948-49, after the 
pent-up demand for consumer goods 
resulting from the war years had 
been effectively satisfied. During that 
recession, unemployment posed no 
real national problem although some 
regions of the country were hurt. The 
world demand for Canada’s basic ex- 
port goods remained firm, despite the 
serious balance-of-payments prob- 
lems experienced by most European 
countries, resulting in widespread 
currency devaluation in 1949. The 
Korean war brought an abrupt ter- 
mination of the first recession. New 
peaks of industrial activity were 
reached, sparked off basically by an 
abnormally high demand for strategic 
materials and defence equipment. 
The recovery was accompanied by a 
sharp inflationary spiral. 

The second recession followed the 
Korean war, and business activity 
slowed down in 1953-54. This reces- 
sion was confined to North America 
and its duration was short. Strong 





European demand for Canadian com- 
modities and a much improved bal- 
ance-of-payments situation abroad 
maintained a firm base for the Can- 
adian economy. 

By 1955, Canada was launched into 
the greatest capital expenditure pro- 
gram on record, and unprecedented 
levels of business activity throughout 
the whole economy prevailed until 
1957. 


Causes of Recession 


It is not easy to measure with any 
precision the underlying forces be- 
hind this current recession. There has 
been an interplay of several forces 
resulting in the business decline. In 
the first place, it is probably true that 
the expansion was “too much and too 
fast”. Expenditures on new plant and 
equipment, housing, and other social 
capital rose by 40% between 1954 
and 1957. Gross national product 
rose by a rather amazing 26% in the 
same period. In the earlier stages of 
this boom, central banks in the free 
world were following a policy of 
“active monetary ease”, which en- 
abled this great expansion of pro- 
ductive capacity, as well as a sharp 
upswing in consumer expenditures. 
There was a major buying spree of 
durable goods, much of which were 
purchased on credit. World demand 
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for Canada’s resource products was 
abnormally high. To state the case 
bluntly, one of the major ingredients 
of this recession has been over-ex- 
pansion of productive capacity in 
North America. 


In the second place, inflationary 
pressures accompanying the boom 
eventually impelled a tightening of 
monetary policy. Rather drastic 
credit restrictions were imposed in 
Canada, and bank reserve require- 
ments were increased. Money be- 
came scarce and more expensive. 
There is little doubt that monetary 
restrictions were one of the major 
contributing factors, first in slowing 
down the boom, and ultimately caus- 
ing an actual turndown in overall 
business activity. 

In the third place, the extraordin- 
arily strong foreign demand for 
Canadian exports which had cushion- 
ed the first two recessions at last 
began to soften. Major increases of 
world production of industrial ma- 
terials have now overcome virtually 
all of the material shortages that had 
characterized most of the postwar 
period. One factor in the abnormal- 
ity of the 1955-57 period was the 
blocking of the Suez Canal late in 
1956. This move resulted in a very 
sharp increase in demand for a num- 
ber of commodities, including oil. 
The re-opening of the canal had ra- 
ther drastic results not only on prices, 
but on shipping rates and world de- 
mand in general. 


This recession differs from its pre- 
decessors in that it is more of a 
world-wide situation than the other 
two. It has been considerably worse 
in the United States than in Canada 
and the impact of the business slow- 
down in the United States has been a 
factor in aggravating and prolonging 


the recession in Canada. It is almost 
trite to say “As goes the United 
States so goes Canada, businesswise.” 


Economic Climate 

Before discussing the outlook for 
the months ahead, it seems necessary 
to make a careful evaluation of the 
economic climate in which we have 
been living for more than a year. Last 
winter Canada had the highest level 
of unemployment, relatively and ab- 
solutely, since the depressed 1930's. 
Nevertheless, wages have continued 
their long upward trend and net dis- 
posable personal income is persistent 
in its upward climb. Personal savings 
such as bank deposits and life insur- 
ance still show a strong growth trend. 
The cost of living is still rising. 
Traditionally, a decline in general 
business activity has usually been ac- 
companied by falling prices as well 
as by lower production costs. In the 
present situation, however, produc- 
tion costs continue to rise while cor- 
poration profits have shown a sig- 
nificant decline. Total profits of Can- 
adian corporations, before taxes, were 
off 16.9% in the first half of 1958 
and 14.5% in the second quarter. 
The decline in business earnings has 
been widespread. All industry groups 
recorded decreases except food and 
beverages, printing, and chemical 
products. 


Cushioning Influences 

The greatest impact of the weak- 
ness in world demand has been on 
those industries manufacturing dur- 
able goods for both producers and 
consumers, and on the base metal and 
forest industries. On the other hand, 
many of the producers of non-dur- 
able and consumer goods have con- 
tinued to show an improvement in 
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A SLOW CLIMB BACK? . 


sales, if not in profits. In the overall 
picture, the contraction in the Can- 
adian economy has been relatively 
small. There are several factors 
which have so far provided a floor 
which has cushioned the recessionary 
forces. The more important of these 
factors are as follows:— 

First, the capital expenditure pro- 
gram has not shown a significant de- 
cline in total dollar volume, although 
the character of the capital invest- 
ment program has been changing 
with less accent now on industrial 
expansion and more accent on non- 
industrial projects, particularly hous- 
ing, and government expenditures. 
The official estimate of total new cap- 
ital expenditures in Canada for 1958 
was $8.5 billion. This forecast ap- 
peared to be on target by year end. 
If this forecast turns out to be cor- 
rect, then the decline will amount to 
only some $200 million, or less than 
3%. One of the major domestic factors 
in the 1957 downward turn of busi- 
ness activity was the sharp decline 
in housing, caused by scarce and ex- 
pensive money. In 1957, starts of new 
dwelling units were 16,000 fewer 
than in 1955, which set an all-time 
record. In the last year, however, the 
Canadian Government has made 
available, in one way or another, 
some $750 million for housing. 


The impact of this new money on 
housing construction has been spec- 
tacular. In the first eight months of 
last year, housing starts were 36% 
ahead of the corresponding period 
of 1957. Overall construction con- 
tracts in the first six months of last 
year totalled $2.3 billion, 12% higher 
than in the first eight months of 1957. 
This volume of construction is of 
major significance as a deterrent to 
any serious deepening of the reces- 
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sion at this time. It must be remem- 
bered that the value of housing alone, 
where starts of new units in 1958 
might conceivably reach 140,000 com- 
pared with 122,000 in 1957, is hav- 
ing a profound impact on all the 
building material industries as well as 
household furnishings and appliances. 


In the second place, there has been 
another very important cushioning in- 
fluence against the factors that have 
been breeding recession. A large part 
of the impact of declining expendi- 
tures for machinery and equipment 
has been on imported goods rather 
than on Canadian-made goods. Total 
imports for the first eight months of 
1958 show a reduction of $462 million 
from the same period of 1957. There 
have been sharp reductions in the im- 
portation of both farm and non-farm 
machinery, automobile parts, pipes, 
tubes and fittings, and rolling mill 
products. 


In the third place, exports of Can- 
adian goods have been surprisingly 
buoyant despite reductions in ex- 
ports of such key products as news- 
print, woodpulp, copper, aircraft and 
parts, petroleum and asbestos. Total 
exports during the first eight months 
were actually fractionally higher than 
they were for the first eight months 
of 1957. The trade deficit for these 
eight months was only $174 million 
compared with $638 million a year 
earlier. The pick-up in exports was 
concentrated in the second quarter 
after a first quarter decline. Among 
the noticeable gains in exports were 
uranium ores and concentrates, as 
well as wheat. 


Still another factor in cushioning 
this recession is the built-in stabilizers 
that have been implemented by the 
federal government. Perhaps the most 
important of these has been unem- 









22, THE CANADIAN CHARTERED ACCOUNTANT, JANUARY, 1959 


ployment insurance benefits which, in 
the first six months of 1958, total- 
led $351 million compared with $197 
million in the first six months of 
1957. Old age pensions, another of 
the stabilizers, have been increased 
by 40% in two successive stages. 
Other social security payments have 
also been increased. All this has 
strongly reinforced consumer spend- 
ing power. This is reflected in the 
continuing rise in total retail sales 
last year. The 7-month figure shows 
an increase of 2.3% over 1957, despite 
the sharp drop in sales of new motor 
vehicles. The continuing strength of 
retail sales provides important sup- 
port for those manufacturers who 
produce consumer goods. 

One more important cushioning 
element is the surprising rate of pop- 
ulation growth in Canada. In 1957, 
there was an all-time record of 469,- 
000 babies born in Canada. In addi- 
tion, some 300,000 new Canadians 
entered the country to take up resi- 
dence, the largest number of im- 
migrants to land on Canadian soil in 
any year since before the first world 
war. This strong population growth 
trend obviously is an important sup- 
porting factor in the market for hous- 
ing, and particularly in the market for 
consumer goods. 


A Curious Mixture 

Summing up to this point, Can- 
adians are presently living in a com- 
plicated and mixed economic climate. 
The actual decline in business activ- 
ity has not been as extensive as might 
have been expected. Unemployment 
has been greater than at any time in 
20 years, yet from last year’s low, 
in February, the number of persons 
employed has increased by more than 
11%. This is a greater gain than in 
any of the preceding five years, with 


the exception of 1955. The most re- 
cent official figure indicates that 
some 6,025,000 had jobs while 281,000 
were without jobs and seeking work. 
While the situation undoubtedly ap- 
pears serious to those who cannot 
find work, in the overall picture un- 
employment in Canada is not par- 
ticularly serious. It is understand- 
able that the rapid increase in the 
labour force, coinciding with some 
slackening in business activity, must 
result in a pool of surplus labour. 

All in all, this is a curious kind of 
recession. For the first time the farm- 
er has not been hurt. Farm cash 
income reached an all-time high 
during the first six months, an in- 
crease of about 9% over the like 1957 
period. The index of farm prices of 
agricultural products is more than 
three points ahead of a year ago and 
better than nine points ahead of two 
years earlier. Prices generally have 
moved up. Profits have deteriorated. 
Monetary policy has been eased 
somewhat, yet there exists the curi- 
ous anomaly of plentiful money that 
is becoming more expensive. Money 
still costs the borrower more in Can- 
ada than in the United States. Ac- 
cordingly, there has been a large 
amount of Canadian borrowing in 
New York and other American finan- 
cial centres. Policy makers are con- 
fronted with difficult problems. Ex- 
pensive money in Canada in relation 
to the United States encourages Can- 
adian borrowing south of the border. 
This in turn puts upward pressure 
on Canadian funds in the foreign ex- 
change market. Thus there is a 
premium on Canadian dollars in re- 
cent weeks of around 3%, which 
affects Canadian exporters adversely. 
On the other hand, if interest rates 
in Canada were lowered and money 
were as cheap as it is in the United 
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States, there is a strong likelihood 
that there would be another round 
of inflationary pressures. 

The Canadian government is fol- 
lowing a type of fiscal policy which 
tends to be inflationary, and there 
seems to be some attempt to offset 
any inflationary results of heavy de- 
ficit financing by means of monetary 
policy. This observer thinks he de- 
tects a rather strange situation where- 
by fiscal policy is aimed at reliev- 
ing unemployment, while monetary 
policy may be adding to it. It cer- 
tainly did not a year ago. The gov- 
ernment has budgeted for a deficit of 
$648 million this year. The chances 
are that it will be closer to $1 billion. 
The real problem confronting the 
policy makers is the decision that 
must be taken as to whether inflation 
should be controlled by curbing eco- 
nomic activity and creating politically 
unpopular unemployment, or whether 
to try to maximize employment and 
let inflation take its course. 


On the Outlook 

As for the outlook in the coming 
months, there are many observers 
who feel that the bottom of this re- 
cession has been passed, that the na- 
tion is now on the road to recovery. 
Seasonal variations make it practical- 
ly impossible at the moment really to 
know whether this is the case. It is 
too early yet to make a documented 
and definitive case that the bottom 
has actually been reached. If in fact 
the bottom of this recession has been 
reached or is behind us, the chances 
are that the economy will tend to 
move sideways for the next several 
months with activity in some indus- 
tries continuing its downward trend, 
stabilizing in some and perhaps pick- 
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ing up in others. Many of the sus- 
taining constructive influences men- 
tioned above will continue to make 
themselves felt. The capital invest- 
ment program for 1959 promises to 
be relatively high. Some major pro- 
jects such as the St. Lawrence Sea- 
way and the Trans-Canada Pipeline 
should be completed this year and 
there is nothing of their magnitude 
now in sight to replace them. In- 
dustrial expansion is unlikely to be 
maintained at its former level. Hous- 
ing may not be maintained either. It 
may be that with the present high 
volume of starts and completions, 
private lenders may wait until the 
demand for such a volume of housing 
has been more thoroughly tested. 


A Slow Come Back? 


Much depends, of course, on what 
happens in the United States. There 
is no real case established yet for an 
upturn in that country. This is why 
one suspects a hesitancy in any sig- 
nificant business resurgence. When it 
does come, it seems unlikely (unless 
there is a war) that it will possess the 
ingredients of major strength that 
characterized the reversal of the pre- 
vious two recessions. Canadian plants 
have been overbuilt, Canada’s materi- 
al resources are in long supply, and 
Canadians may be pricing themselves 
out of certain foreign markets be- 
cause of increasing costs. It will take 
time, it seems, for effective world de- 
mand to catch up with the great ex- 
pansion that has marked Canada’s 
productive capacity. These are the 
reasons why this writer feels that 
Canada, while still a prosperous 
country with a standard of living only 
second to that of the United States, 
faces a slow climb back. 





Accounting 


by Remote 
Control 


HENRY DAINOW 


IN THIS ATOMIC age of automation and 
mechanical marvels, the accountant 
must be constantly on the alert. He 
must be aware of, interested in, chal- 
lenged by, but not frightened away 
from, new improved and progressive 
ideas in the field of accounting, au- 
diting, and guidance services as aids 
to successful and profitable business 
management. To the extent that he 
is abreast of the times, creative and 
imaginative in the practical applica- 
tion of new office and business meth- 
ods relating to accounting and ad- 
ministrative control, and to the extent 
that he can synthesize the human ele- 
ment and what has become the ma- 
chine element in business, to that ex- 
tent will he continue to be essential 
and indispensable to management. 


Small Companies Can Benefit 

This type of application is today 
usually recognized and applied by 
accountants and auditors serving 
large industries and institutions. 
Small businesses still appear to be 
unaware of the need for “mechanical 
aids”. They resist their introduction, 
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do not appreciate their potential and 
fear the costs involved. Likewise, 
those servicing smaller concerns seem 
to resist “change”, and back away 
from the challenge of new ideas, even 
after a period of successful experience 


by others. For example, the use of 
electronic punch card equipment is 
becoming more and more common for 
large industry today, combined with 
computers, tape recorders, etc. but 
appears to be less enthusiastically ap- 
plied to small business. While small 
business may not be able to afford 
either the rental or cost of such equip- 
ment, more companies now provide 
its use on a service basis. Small com- 
panies can and should learn how to 
avail themselves of these tabulating 
service offices. 

Dealing specifically with the basic 
books of account of a small firm— 
cash record, purchase record, sales 
record and general ledger — by a pro- 
cess of comparatively simple stand- 
ardization, there can still be enough 
elasticity to tailor the requirements 
of any type of business to the ma- 
chine set-up. The service bureau can 
provide the company with a complete 
record of these transactions, including 
operating and balance sheet state- 
ments, at reasonable cost related to 
the size of the business. This is true 
even for the corner grocery store. It 
should be noted that no reference has 
been made here to accounts receiv- 
able and payable, because, when 
dealing with a remote control area in 
this way, reports cannot be available 
on a daily basis, and receivables and 
payables usually require daily atten- 
tion and control. Where practical, 
however, these are also available. 


Four Stages 
How is this service achieved? 
There are only four basic stages: 
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ACCOUNTING BY REMOTE CONTROL 


1. The service bureau needs to have 
the equipment wired (in remov- 
able panels) to list entries, with 
separate code series for each ac- 
counting classification. 


While this provides a_ basic 
standardization, with 1,000 head- 
ings in each classification, there is 
more than ample room to reflect 
each company’s individual and 
specific requirements. It would 
not pay, of course, to have such a 
set-up for a few small companies, 
but if a substantial number of 
companies use the service, the 
bureau could develop it profitably, 
and the companies could be 
charged a fair, nominal fee based 
on machine time or card count for 
each record processed. 


2. Initially, each company using the 


service must establish its own 
basic framework. A master list 
of codes and headings required 
for balance sheet and operating 
accounts must be prepared, as 
with any general ledger, for post- 
ings. From the summaries of 
these postings, tabulating of state- 
ment reports is made. The key is 
in the coding. For a small trading 
company, the framework may be 
completely devised in a matter of 
minutes. For a chain store opera- 
tion, or a substantial insurance 
brokerage company, it may repre- 
sent extensive effort. Once estab- 
lished, the system can run smooth- 
ly, simply, and at comparatively 
low cost, whether for a small in- 
stallation or a large complicated 
one. 


3. The client need list on a daily reg- 


ister only the simple details of 
each transaction; whether sales, 
purchases or cash, under the fol- 
lowing headings: Dr. Code, Dept., 
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Cr. Code, Dept., Amount, Descrip- 
tion. They need not even be seg- 
regated as to type for entry on the 
daily register, unless the client so 
desires. 

4, At the end of the period, the reg- 
ister is sent to the tabulating bur- 
eau for processing. These cards 
are punched for each entry, sort- 
ed, calculated and tabulated, and 
final detailed ledger entries and 
statements are printed and return- 
ed to the client. 

By using a four-digit code, and 
three-digit distribution code for de- 
partmental breakdown, it is possible 
to get an unlimited number of com- 
binations, so that each individual 
business requirement can be satisfied, 
and in all cases the basic register pre- 
paration is essentially a simple daily 
register of original transactions. For 
example, sales may be analyzed by 
department and/or product into a 
thousand categories, and all other 
costs likewise. A chain store report 
could include detailed operating 
statements showing separately profit 
earned for the chain, as well as for 
each unit and class of merchandise 
handled. 

To obtain this, it is only necessary 
to record the departmental code on 
the initial daily register entry and, 
once the framework has been estab- 
lished, the tabulating equipment sorts 
and reports. 


Significant Advantages 

For the client, this application of- 
fers many advantages, the most sig- 
nificant being: 

(1) Tabulated printed reports. 
Supporting data is fully and minutely 
detailed in compact form. Each 
month’s report (or longer periods, if 
desired) contains details of every en- 
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try, showing source and contra entry. 
Ledger accounts contain details of 
each entry, giving opening balance, 
individual postings, total for period, 
and total to date. 


With the growing volume and com- 
plications of modern business needs, 
bookkeeping procedures had to spe- 
cialize to reduce the number of post- 
ings because of the time involved 
and the possibility of error. Actually, 
the tabulating process reduces every 
entry to a journal posting, following 
the pattern of original bookkeeping 
procedure. Now it is possible to re- 
vert back to the simplicity of the 
original journal entry, because prob- 
lems of time and errors have been 


solved. 


(2) Relief for senior accounting 
personnel. Original register entries 
may be handled by stenographic or 
other help. Senior staff need only 
supervise to see that predetermined 
coding, according to master frame- 
work list, has been properly carried 
out on original entry. Beyond this 
the tabulating machine handles all 
account analysis, ledger postings, and 
preparation of financial statements. 
It prints proven reports on every- 
thing. An important feature of this 
benefit is that senior staff, ordinarily 
under heaviest pressure at the begin- 
ning of the month, get greatest relief 
during the period of greatest pressure 
of work. Other responsibilities can 
then be better executed or supervised. 


Another interesting feature is that, 
if an error has been made, either in 
the coding or machine posting, it is 
immediately evident that the ledger 
is “out of balance”, and the error is 
easily located and corrected. With 


these few, but effective, checks a 
brief glance at the report establishes 
quickly a complete supervision of the 


job, and accounting by remote control 
emerges successful. A careful cod- 
ing by the client and a careful “card 
punch control”, by card proofing at 
the tabulating office, can eliminate 
all errors. 


(3) Complete control of confiden- 
tial data. Ledger reports can be sep- 
arated from financial reports. Analy- 
sis of departmental profits, earnings 
by any established breakdown, profit 
and loss and balance sheet reports 
can be controlled solely by manage- 
ment, since they are not prepared by 
internal office staff. These reports, 
which can be supplied initially in as 
many copies as requested, might go 
to the management first. Thus de- 
partmental efficiency can be con- 
trolled. 


(4) Economy. To date there ap- 
pears to be no other way in which 
business generally can get such a 
wealth of detailed information so 
readily available, compactly prepar- 
ed, easily controlled, and at such 
comparatively low cost. It has been 
well established that machines pro- 
duce with greater uniformity and 
more rapid production, and handle 
complicated operations more simply 
and at lower cost than manual labour. 
The problem is for small business to 
be able to take advantage of this. 
The “group” application, as herein 
outlined, can solve that problem. 

Where this has been done, it has 
proven to be less costly than the 
same, or less detailed, information 
processed manually or prepared in 
the usual handwritten bookkeeping 
methods. 


(5) Keeping up to date and com- 
petitive. The tabulating office is 
more likely to keep abreast of new 
developments in punched tapes and 
electronic processes than the small 
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ACCOUNTING BY REMOTE CONTROL 


business. The clients being serviced 
will obtain the first benefits from 
such technical improvements. All 
business is competitive, and complica- 
tions increase rather than decrease. 
It is even more necessary to have ac- 
curate, detailed, and analytical infor- 
mation from the companies’ records 
in regular and rapidly available form. 
The use of typewriters with punch- 
ed tapes attached is beginning to 
replace manually prepared registers. 
The purchase or rental of the type- 
writer-tape is within the scope of the 
small business. There are all the at- 
tendant benefits of combining the 
tape with the tabulating equipment 
service. 


Some Disadvantages 

As against these main advantages, 
the only disadvantages of this “ser- 
vice” application are: 

(1) Possible delay. Although in- 
ternally and manually controlled rec- 
ords run into problems of delay, 
tracing errors, etc., clients take these 
for granted. The machine processing 
is also subject to certain breakdowns, 
and this must be understood and ap- 
preciated. In a well-run organiza- 
tion this is the exception rather than 
the rule, and should not be a serious 
problem. 

(2) Correcting errors. — Errors, 
when they do occur, may not be ap- 
parent until the report has been com- 
pleted. While they may be simple to 
trace and correct, this may not be re- 
flected until the next process period 
unless the current report is re-run, 
which may take time and incur extra 
costs. 


(3) Ledger record. The ledger 


records consist of a separate report 
for each period processed. A _ busi- 
nessman or accountant accustomed to 
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a general ledger giving detail or 
summary information for each ac- 
count in the ledger for the whole 
year is apt to resist and criticize a 
ledger record not so comprehensive 


in this respect. Since it is so much 
more comprehensive in other ways, 
however, the objection can be over- 
come with time and usage. 


The “People” Problem 

All in all, the advantages are so 
overwhelming that the disadvantages 
are insignificant by comparison. The 
main problem is “people”. The re- 
sistance to change is so great that an 
intensive educational program is re- 
quired to convince the client of the 
need for improvement. He usually 
recognizes this need in the processing 
or technical aspects of his business, 
but is slow to appreciate that the 
bookkeeping and accounting depart- 
ments are also technical and can be 
productive. 

The auditor too needs to be edu- 
cated and convinced. For him it 
should not be so difficult because ac- 
counting by remote control simpli- 
fies his work and expands his hori- 
zons. 

Vouching is made easier because 
all original entries are located in one 
source and distribution is controlled 
by code numbers instead of descrip- 
tions. Machine reports are avail- 
able in duplicate or multiple copies, 
so that the auditor can have complete 
duplicates of all ledger postings. 
This may increase his filing problem, 
but reduces, to a minimum, schedule 
preparation and year-end working- 
paper files. The drudgery of junior 
audit work, such as checking totals, 
expense distributions, and balancing, 
is mainly eliminated. Senior audit 
control is more easily and more ef- 
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fectively achieved. The time of 
senior staff and partners may be de- 
voted more effectively to figure an- 
alysis, interpretation and comparisons. 
The tabulating equipment has un- 
limited possibilities, and the auditor’s 
devotion to learning and expanding 
these uses for his clients’ benefit will 
undoubtedly earn for him recognition 
and respect in management councils. 

Every auditor finds himself hand- 
ling some “write-up” work. Any such 
work, no matter how little, when 
processed by this method, earns its 
own reward in the relief from detail 
work and type of reporting available 
from the auditor’s office for his client. 
Because duplicate reports are avail- 
able, a considerable saving of time 
can be effected by using the tele- 
phone. Under certain circumstances, 
the reports and accompanying com- 
ments may be mailed. 

All in all, and from every point of 
view, it seems that the use of tabulat- 
ing equipment for small business 
must come into its own, as it has 
for big business. It should be noted 
that small business includes any busi- 
ness not large enough to warrant its 
own tabulating department. In many 


cases, even companies using improved 
accounting machines could profitably 
apply some aspects of the tabulating 
application. 

The auditor’s recognition and ac- 
ceptance of this service should give 
him momentum and leadership in his 
field. As auditor, he will move away 
from the menial, routine tasks to de- 
vote more effort to supervision and 
guidance at a more highly developed 
level of work and satisfaction. 


If, as stated earlier, the main prob- 
lem is “people”, it is also true that 
the main satisfaction is “people”. 
Machines cannot give thanks for a 
job well done or recommend new 
business. Machines can reduce the 
most complicated process to its sim- 
plest components because their speed 
and accuracy yield a finished product 
of most complicated design in record 
time. Actually, it is people who 
create these machines and who must 
control them. The excitement and re- 
ward come from applying the tech- 
niques in new and improved ways, 
from making the machine serve in- 
dustry better, and permitting its 
people to move forward constructive- 
ly and consistently. 


Individuality and Community 


Independence of decision is a privilege of man, which cannot be sacrificed 
lest the spirit of searching and inventing, the sense of responsibility and the 
happiness of fulfilment vanish from this earth. But mutual aid is needed 
to lead men on their way, to guide them, to smooth the road for them and 
make it safe against tempest and banditry, to sustain them on their travel, 
and to prevent them from undertaking desperate ascents which cannot but 


be suicidal. 


—Walter Pinner in “The Business Doctor”. 
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Merchandise Planning 


HAROLD SHAFFER 


In 1951,1 approximately one out of 
every eight Canadians in the labour 
force was engaged in retailing, and 
all retailers together earned $910,- 
042,000. Total retail sales that year 
were $10,652,800,000, which was two 
billion more than Canada’s entire 
foreign trade figures, or $6,600,000,- 
000 more than the combined net 
value of the mineral, farm, forest and 
fisheries she produced. By 1956, 
total retail sales had risen to $14,- 
297,557,000, an increase of over four 
billion dollars, which, after making 
due allowance for inflationary trends, 
serves to illustrate the continuing vi- 
tality of Canadian retailers. It is for- 
tunate that Canadian merchants pos- 
sess this amazing fortitude because 
the fundamental economic problem 
today is one of distribution, not pro- 
duction. Canada’s economic health, 
therefore, depends to a large extent 
on the retailers’ ability to dispose of 
her primary and manufactured goods. 


Of the 151,625 retail stores in 1951, 
70.1% rang up less than $50,000 worth 
of sales, 17.1% between $50,000 and 
$100,000, 11.1% between $100,000 and 
$500,000, and only 1.7% produced 
more than $500,000. Thus in 1951, 


1 Latest figures available from Dominion 
Bureau of Statistics. 





almost three-quarters of all the retail 
stores in Canada could be classified as 
small, and indications are that this 
situation will remain for some years 
to come. 

Another statistic worth noting is 
that in 1951 almost two-thirds of the 
sales made in Canada were produced 
by stores under $500,000 volume. 
Small and medium-size retailers are 
not only numerically strong, but ac- 
count for an astonishingly large total 
volume of sales. 

On the other hand, small and me- 
dium-size retailers seem to be most 
vulnerable to failure for, although 
Dun and Bradstreet do not report 
failures by size, they show that 740 
retail failures in 1957 had liabilities 
averaging $22,240. 

They also report that in 1957, 96.9% 
of all business failures could be classi- 
fied as caused by “lack of manage- 
ment of one type or another”. To this 
number must be added those stores 
that simply paid off their debts and 
closed their doors. Here, again, the 
evidence points to lack of manage- 
ment ability as a major factor. 

In some instances, the owners of 
these stores were people who possess- 
ed few retail qualifications, but more 
often the proprietors were potentially 
good merchants who had simply per- 
mitted their businesses to get out of 
hand, with fatal results. 
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Day of Instinctive Retailing 

In the last 50 years, retailing has 
become so exacting that merchants, 
to succeed at all, must guide their 
stores by fact, not fancy. This 
change in management has altered 
the traditional relationship between 
the accountant and his retail client. 
In stores of over $500,000 volume, the 
retailer is able to call upon the assist- 
ance of a number of specialists. Mer- 
chants with less than this volume 
generally use the service of only one 
expert, the accountant. 

At first, retailers engaged account- 
ants to handle their income tax prob- 
lems. Later, some felt a need to 
know, in general terms, “how they 
were doing” and asked accountants 
to interpret their annual balance 
sheet and profit and loss statements. 
Today, however, alert and sincere ac- 
countants should realize sooner than 
their clients that if a merchant is to 
perform his buying and selling func- 
tions successfully, he must use con- 
trols which will permit him to plan, 
interpret, and adjust his merchandise 
operations to the facts as they appear. 


Definition of Merchandising 

For some years accountants have 
been interested in broad retail man- 
agement controls, but under today’s 
highly competitive and dynamic con- 
ditions they must give serious con- 
sideration to the installation of a 
number of specific controls. Of these, 
merchandising control systems are 
the most important. Merchandising 


has been defined in a number of 
ways. The American Marketing As- 
sociation calls it “the plan involved 
in marketing the right merchandise, 
at the right place, at the right time, 
in the right quantities and at the 
right price”. In practice, the retailer 


seeks to perform this function by 
planning his merchandising activities 
in a manner that insures his custom- 
ers a balanced assortment of goods on 
which he can make a profit. 


The Right Merchandise 

A merchant who attempts to at- 
tract all possible consumers to his 
store can only head for failure. Small 
and medium-size retailers must spe- 
cialize; the smaller the operation, the 
more specialized it must become. The 
right merchandise, then, involves the 
concept of each merchant buying 
goods for only his particular consum- 
er segment. The accountant can help 
his client by pointing out, through 
figures, those merchandise classifica- 
tions which are most acceptable to a 
particular retailer's customers, and 
urging him to concentrate on this 
type of goods. Conversely, he can 
discourage the client from spending 
his energy and capital on items which 
are largely ignored by customers. 
Unit control systems, interpretation of 
sales records and sales trends, and 
vendor histories are valuable aids. 


At the Right Place 

Merchandise properly purchased is 
of little value if it is not displayed 
when and where customers expect to 
find it. Except in exclusive shops 
where the customer is presumed to be 
entirely helpless, the more merchan- 
dise that is forced upon the custom- 
ers senses, the better. But the re- 
tailer must be careful about the man- 
ner in which this is accomplished. 
For example, a medium-price store 
should adopt different display tech- 
niques from a bargain store, but the 
principle remains the same. 

This also involves the question of 
where the goods should be housed in 
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the store. Quick selling, convenience 
or impulse merchandise should be 
located where the traffic is heaviest, 
while shopping goods, which are 
slower selling and take time for de- 
liberation, are best situated in quieter 
areas. What may be an impulse item 
in one store can be shopping goods 
in another, and questions continually 
arise as to the exact location items 
should have, even within the same 
classification. A number of general 
principles can be used as guides, but 
exceptions are numerous. Each re- 
tailer must be pragmatic about the 
ideal location of every article in his 
shop. The accountant can help his 
client by departmentalizing the store 
properly and establishing a system to 
compile statistics of the net sales and 
transactions per square foot for each 
department and classification. 


At the Right Time 

In order to make sales, the merch- 
andise must be in the store and on the 
shelves when customers are ready to 
buy it. The retailer must plan his 
purchases sufficiently in advance for 
them to be manufactured, shipped, 
processed, and displayed in the store 
before the needs of his customer be- 
come apparent. Merchants must also 
know when to stop ordering and 
when to reduce their merchandise for 
clearances. If they order too often 
or do not reduce their goods soon 
enough, their earlier profits may be 
nullified. By installing a proper mer- 
chandise system, the accountant can 
help his client determine his opening 
and closing dates, as well as when 
and by how much he should reduce 
his merchandise. 

Again, the small and medium-size 
retailer is seldom aware of right time 
trends. For example, larger stores, 
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through their merchandise controls, 
became aware of the value of promot- 
ing cruise wear in January and Feb- 
ruary, while small and medium-size 
stores, without proper records, lost 
this business for many years. In 
some instances, certain seasons have 
lengthened, and others have short- 
ened or almost disappeared. Yet 
many small and medium-size stores 
carry on in the traditional manner 
and appear to be unaware of new 
customer shopping habits. 

A want-slip system, spot-checking 
sales volume record, and sales com- 
parison are useful tools for judging 
customer timing trends. In this way 
the merchant becomes aware of the 
best day (or night) and the best 
month of the year for his particular 
consumer segment, and so is able to 
plan accordingly. 


In the Right Quantities 

A retail buyer always compromises 
between keeping his merchandise in 
breadth and stocking it in depth. 
Should he offer his customers a wide 
assortment of goods without adequate 
reserve, or should he cut down the 
variety and build up a reserve of 
fewer items in depth? With the en- 
ormous flow of new products, new 
packaging methods and high pressure 
advertising promotions, the retailer is 
hard-pressed to keep his sanity in this 
matter. If the accountant can show 
his client how to follow customer 
trends, the retailer will be able to 
distinguish between his “runners” 
which he should stock in depth, and 
his “sleepers”, which should be mov- 
ed out of the store and converted into 
cash as quickly as possible, in order 
that the money may be used to pur- 
chase quicker-selling and more pro- 
fitable merchandise. 
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Another aspect of right merchan- 
dising is that of stocking the goods in 
proper size, colour and price propor- 
tions. One control may suggest that 
the merchant order a hundred units 
of an item, but unless he knows how 
to break down these units to obtain 
merchandise balanced to consumer 
demand, he will keep losing sales 
even though he has the proper dollar 
amounts on his shelves. He may, 
for example, have the right number 
of dresses, or even the right styles, 
but they may be in the wrong sizes, 
colours, or prices. The installation 
of a model stock plan does much to 
eliminate this hazard, while a system 
of projected ordering greatly aids the 
merchant to plan his forward buying. 


The Right Price 

The objective of every store is to 
sell merchandise at a sufficient mark- 
up to give the owner a satisfactory 
net profit. The ability to perform 
this function is the key to a merch- 
ant’s success. At one time, this was 
practically all there was to retailing 
because goods were staple and most 
wholesale and retail prices were fixed 
by tradition. But this is no longer 
true. Today, merchandise changes 
rapidly and prices fluctuate at all 
levels. The merchant must be con- 
stantly aware of the prices at which 
he can buy and sell each item in his 
store in order to realize a satisfactory 
gross margin on his operations. The 
accountant who wishes to help his 
client must devise a system that will 
tell the retailer at all times what his 
actual mark-up is and whether it dif- 
fers from his target. 

Again, aside from exclusive shops 
where price is not a major factor, 
and promotional stores where a cent 
might decide the fate of an item, 


pricing merchandise in certain pre- 
determined categories leads to a num- 
ber of advantages. The accountant 
can help his client set up a system of 
price lines that will indicate which 
prices are most profitable for par- 
ticular items at a particular time. The 
system should also permit the retailer 
to recognize new price trends as they 
appear so that he can maintain as few 
price lines as possible and space them 
for maximum merchandising effi- 
ciency. Sales records, unit and inven- 
tory control systems can be used for 


these purposes. 


Advertising 

Merchandise in a store brings no 
profit to its owner until it is sold. The 
merchant’s problem is to attract suf- 
ficient customers into his shop to buy 
his goods. There are various ways in 
which this can be accomplished. Pro- 
motional houses seek to attract price- 
conscious customers by stressing low 
prices rather than quality and pres- 
tige. Semi-promotional stores are 
price-conscious, too, but emphasize 
quality and the occasional prestige 
item as well. Exclusive shops con- 
cern themselves primarily with pres- 
tige and quality merchandise. Mer- 
chants must decide which type they 
belong to and then build up their 
promotional programs accordingly. 
The more a merchant is able to im- 
press his store’s personality on the 
public mind, the more his customer 
segment will be attracted to his store. 


Control of Promotional Medium 
Stores can use several media to let 
the public know they exist, what they 
are offering in merchandise and what 
type of consumers they cater to. 
Newspapers, radio, T.V., direct mail 
and throwaways are the usual meth- 
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ods. Fashion shows, customer panels, 
and prizes for social functions can be 
used when the occasion arises. Usu- 
ally a store varies the media to obtain 
as broad a coverage as possible. How- 
ever, promotions cost money, and 
there must be some relationship be- 
tween advertising expense and sales. 
The accountant should advise his 
client to establish a sales-to-advertis- 
ing ratio by using inside and outside 
standards and store trends as guides. 
He should also make the retailer 
aware which types of promotion are 
most profitable for his particular 
business, as not all media bring the 
same results. 


Selling 


Goods properly bought and pro- 
moted can bring customers into a 
store, but unless a sufficient number 
of people buy profitable merchandise 
the merchant cannot exist. The re- 
tailer must be conscious of the meth- 
ods and cost of selling his goods. 
Here, too, the dynamics of retailing 
have produced great changes. At one 
time, the customer was at the com- 
plete mercy of the sales person. Every 
transaction became a bargaining pro- 
cess and the expression caveat emp- 
tor, “let the buyer beware”, was the 
motto of the day. Timothy Eaton 
pioneered in customer confidence by 
establishing one price for all and 
“goods satisfactory or money refund- 
ed” policies. Nevertheless, customers 
still required the aid of sales person- 
nel in order to purchase such basic 
items as sugar and flour. Other mer- 
chants, like Woolworth, developed a 
different selling technique by display- 
ing merchandise on open counters 
and inviting customers to do their 
own shopping. Under this method 
sales people were relegated to stock- 
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keepers, cashiers and wrappers, and 
so selling costs and retail prices were 


reduced. 


During and after World War II, 
obtaining qualified sales personnel be- 
came such a problem that the self- 
service techniques initiated by Wool- 
worth and developed by grocery and 
other single-line merchandise chains 
were adopted by department stores 
and small and medium-size retailers. 
Today, there are many gradations 
of selling techniques, from salon sell- 
ing, where the customer is still con- 
sidered helpless and offered a wide 
variety of services, to the strictly self- 
service stores where the customers do 
all their own shopping and are offered 
no services at all. Each selling tech- 
nique has advantages and disadvant- 
ages, and many stores use all types. 
The auditor should be able, by means 
of establishing the net sales and trans- 
actions per square foot, as well as 
department rent, etc., to show the 
merchant which technique is best for 
each area in his store. 


Installation of Controls 


Merchandising controls, by their 
very nature, are easy to instal and 
maintain. On the whole, they are 
simply different ways of combining 
the same merchandising elements. 
Moreover, because these records are 
not essential for accounting purposes, 
the accountant should not be expect- 
ed to supervise the systems once he 
has installed them and trained his 
client to maintain and interpret their 
meaning. This, however, can only be 
accomplished if the controls are held 
to a minimum and are easily under- 
stood by people with no accounting 
experience. 

The problem, then, is not creating 
a system of merchandising controls, 
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but making the client aware of the 
need for them. Most small and me- 
dium-size merchants reject merchan- 
dising control systems because they 
sound frightening, expensive, time- 
consuming or too complicated. How- 
ever, accountants who realize the 
value of these merchandise aids 
should be able to persuade their 
clients to try them. Usually it is best 
to instal controls in stages, beginning 
with those that are simplest to un- 
derstand and most dramatic in their 
effect. Of these, the six months plan, 
with unit controls in particularly wor- 
risome classifications, is best. Once 
the merchant feels the extra power 
and value controls give him, he will 
be eager to instal the entire system. 


Extra Uses of Controls 


Merchandise records have their 
greatest value when measured against 
past and current results both inside 
and outside the store. By such meth- 
ods, the merchant becomes aware of 
his strengths and weaknesses and can 
plan and revise his operations accord- 
ingly. A considerable body of sta- 
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tistics and other merchandising data 
is available to the accountant and his 
client for this purpose, but these lack 
the immediacy of the local conditions 
in which small and medium-size 
stores operate. A service that an ac- 
countant can render his clients is to 
compile local merchandising data to 
supplement those of a general nature. 
Ideally, this project should be cent- 
ralized by all the accountants in an 
area, 


Accountants Not Merchandisers 


Although the accountant should 
offer reasoned judgments to his 
clients, he should never consider him- 
self a merchandiser. His function is 
one of staff, not of line. However, 
because of his wider experience, 
broader outlook, and greater “figure” 
ability, he can be of incalculable help 
to his client, not only in interpreting 
the controls, but in the merchandise 
planning such systems permit. Here, 
the extra “wisdom” of the accountant 
can be of prime importance and it is 
in this area that he can render his 
most useful service to his client. 
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involving small and medium-size businesses. 
It has a special retail section. 

The National Retail Merchants Associa- 
tion, 100 W. 31st St., New York 1, N.Y. 

Harvard Business School, Division of Re- 
search, Soldier’s Field, Boston 63, Mass. It 
issues an annual report “Operating Results 
of Department and Specialty Stores”. 

“Expenses in Retail Businesses”, Merch- 
ant’s Service, National Cash Register Co., 
222 Lansdowne Ave., Toronto. This pam- 
phlet contains a series of percentage ratios 
for about 60 lines of retail businesses. 
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The Installation of a Job 
Evaluation Program 





H. C. GRANT 





As IS THE CASE with most other pro- 
grams designed to improve the gen- 
eral management of an organization, 
job evaluation is often attempted 
merely because it is considered 
“modern” or “fashionable” to do so. 
Unless there is a real need to improve 
the existing salary or wage structure 
and this need is recognized by man- 
agement and employees, it is much 
better to live with a conventional 
system which is working reasonably 
well. A real need for a sounder sal- 
ary and wage administration system 
may arise from any or all of the fol- 
lowing situations: 

1. Low employee morale and _ pro- 
ductivity. 

2. Difficulty in attracting and retain- 
ing the services of desirable em- 
ployees generally or key person- 
nel specifically. 

38. Complaints from employees that 
the pay plan does not provide like 
pay for like work and that present 
differences are unreasonable and 
arbitrary. 

4, Existing system complicates pay- 
roll administration. 

5. Existing system does not facilitate 
and may hinder proper budgetary 
control. 


6. Existing system is too inflexible 
3E 


regarding transfers to new jobs 
and promotions in line of respon- 
sibility. 

In addition to the specific situa- 
tions outlined above, it may happen 
that a new agency or branch of pub- 
lic administration is being set up,. a 
new company organized or an old 
one completely reorganized. In these 
cases, the necessity and opportunity 
for providing a firm, sound and logi- 
cal basis for a uniform, consistent, 
equitable, and well integrated pay 
plan are usually very apparent. 


Limitations of Job Evaluation 


What can be expected of a job 
evaluation program has been partial- 
ly answered in discussing why the 
need may arise. Many difficulties of 
implementation may be avoided and 
reasonable hopes more easily achiev- 
ed if the limitations of job evalua- 
tion are known and understood. In 
public administrations particularly, 
and not infrequently among those 
holding middle-management positions 
in industry, job evaluation is confused 
with merit rating. The aim of job 
evaluation is to fix the relative value 
of different kinds of work in terms of 
their duties, responsibilities and au- 
thority. Merit rating on the other 
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hand assesses the effectiveness with 
which different individuals perform 
their jobs. Job evaluation is the im- 
personal measuring of a job as a job. 
Merit rating is a more or less personal 
measurement of the man doing the 
job. 

One will often find in doing a 
classification or reclassification sur- 
vey of a public service organization 
that a not insignificant number of 
staff are (a) working at jobs below 
their capacity or above their capacity 
and (b) doing their work in a rela- 
tively very superior or inferior fa- 
shion. These facts must be com- 
pletely ignored in arriving at evalua- 
tion of jobs. For example, a job an- 
alyst working on a reclassification 
survey was told by an employee 
working on job A that the incumbent 
of job B had only a bachelor’s de- 
gree while he had a Ph.D. and there- 
fore job A should be rated for pay in 
a higher grade than job B. This 
confusion between the qualifications 
which a particular job holder happens 
to have and the requirements which 
the job demands must be cleared 
away before any attempt is made to 
instal a job evaluation plan. Whether 
a plan is being evolved by a company 
committee or by consultants, a care- 
fully prepared written or oral state- 
ment should be presented to all em- 
ployees outlining what is to be at- 
tempted and what the general results 
are expected to be. 

More generally, however, it must 
be realized that job evaluation does 
not directly influence the way in 
which the dollar values in the total 
job structure are arrived at. The 


wages paid in any organization are a 
more or less temporary equilibrium 
of complex forces operating in the 
total economy and a segment of it 


(by area or industry). These forces 
are provincial and federal labour 
legislation; the “going rates”; union 
demands; cost of living; price situa- 
tion for the products made, or ser- 
vices offered; availability of labour 
substitutes; and finally whether the 
organization or firm is in a developing, 
stationary, or declining competitive 
position. Job evaluation will indicate 
fairly distinctly that job A is worth 
more than job B but is much less 
helpful in deciding specific rates or 
grades of pay. 


The “How” of Job Evaluation 

As mentioned earlier, there are sev- 
eral systems of job evaluation. Space 
will not permit more than a brief ex- 
position of their uses, differences, and 
validity. The major types are (1) 
classification plans, (2) point plans, 
(3) factor-comparison plans, (4) 
ranking plans, and (5) variants or 
combinations of the first four. 


Classification Plans 

Some kind of “post classification 
system” is universally used in determ- 
ining the salaries of civil servants. Dif- 
ferences in classification systems used 
by public agencies in North America 
and elsewhere are mainly of an ad- 
ministrative nature and not of meth- 
od, Three very successful applica- 
tions of “classification” are in the civil 
service of the Province of Manitoba, 
the United States civil service and in 
the World Health Organization of the 
United Nations. Undoubtedly there 
are others. 

In installing a classification system 
the first step is to determine the num- 
ber of salary groups. Most often 
there will not be more than three, i.e. 
the clerical group, the professional 
group, and a miscellaneous group of 
auxiliary staff, e.g. manual jobs etc., 
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some of whom may belong to trade 
unions and are usually excluded be- 
cause they are employed under union 
agreements. 


The next step is to determine the 
number of salary grades needed for 
each group. This is done empirically, 
by job analysis of a sufficient sample 
of existing positions to determine 
what “job families” exist and, within 
these clusters, what appear to be the 
relative difficulties and importance of 
the observed positions. 


Let it be assumed that the initial 
survey reveals that ten grades of pay 
will satisfy the personnel needs of the 
existing organizational structure with- 
out too much violence being done to 
it. The next step is to set the dollar 
value of the first step in each grade, 
grade one being the lowest level and 
grade ten the highest. Within each 
grade annual increases are set, uni- 
form for each grade in amount and 
number of steps. The midpoint in 
earned annual increments for each 
grade should equal in dollar value the 
first step in the next superior grade. 
In other words if a person has served 
five years in a grade 8 post, his salary 
is equivalent to a first year incum- 
bent in a grade 4 post. 


This sets up the rate structure of 
the system. The next step is to write 
class specifications for each job clus- 
ter in the main group, e.g. medical 
officer, sanitary engineer, administra- 
tive assistant, personnel officer, etc. 
The final task is to sort the indi- 
vidual positions into the appropri- 
ate salary grades depending upon 
how the individual post descriptions 
fit into the class specifications in 
terms of duties performed, level 
of responsibility and authority. The 
delineation, for example, of medical 
officers with functional titles in as- 
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cending scale of training require- 
ments and levels of responsibility 
(“medical officer”, “senior medical 
officer”, and “principal medical offi- 
cer”), each having a separate post 
description, is a relatively easy task. 
With six grades of pay for profession- 
al staff, the “principal medical officer” 
would be at grade 6, the “senior 
medical officer” at grade 5, and the 
“medical officer” at grade 4. What 
is more difficult is to fit, for example, 
“sanitary engineers” into a pay scale 
of an organization which employs 
doctors, engineers, bacteriologists, 
and nurses. This, of course, is where 
adequate post descriptions do their 
job in providing specific information 
on the duties, responsibilities, and au- 
thority residing in a particular post 
and the length and kind of training 
and experience judged to be neces- 
sary for satisfactory performance of 
the job. 

Some “rank ordering” (see below) 
is done with these factors by the 
classifiers even if they do not call it 
such, for it is usually the case that 
“level of responsibility” is the major 
criterion in determining whether or 
not the top engineering post is put at 
grade 6 along with the principal 
medical officer. The levels of respon- 
sibility in a public administration are 
directly influenced by the nature and 
purpose of the work to be performed 
by the unit in which the position is 
located. In a public health unit, 
medically trained personnel carry 
the major responsibilities, and engin- 
eers are in essence auxiliary staff. 
Similarly in a public works unit, 
senior positions call for engineers, 
and doctors may be used in auxiliary 
positions. This illustrates the point 
that it is the position which is being 
classified and not the incumbent. The 
incumbent has been selected to fill a 
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post which he presumably is qualified 
to hold. 


Point System of Job Evaluation 

The point system, while not as 
complex as that of “factor-compari- 
son”, is administratively much more 
involved than the classification meth- 
od. Outside of public administra- 
tions, it is the most widely accepted 
plan. It involves a predetermined 
rating scale which lists factors or 
traits which are common to jobs. 
Each factor, e.g. educational require- 
ment, is divided into degrees and 
point values assigned to each degree. 
Total points assigned to each job de- 
termine its relative position in the job 
structure. 

The point system is designed to 
overcome what is considered by some 
to be the arbitrary and “unscientific” 
method of comparing total job re- 
quirements as used in the classifica- 
tion plan. On the other hand, the 
assignment of point values for each 
requirement is an arbitrary determin- 
ation. The mere use of mathematical 
symbols does not supply validity, nor 
can a predetermined point system be 
easily set up and readily accepted for 
the large number of quite distinct 
jobs found in the public services. 


The Ranking Method 


The ranking method is simple to 
instal and easy to administer. It is 
based on accurate written job de- 
scriptions. Each job description is 
compared with another in terms of 
whole jobs or in terms of separate 
factors (usually not more than two 
or three, e.g. length of training ex- 
perience required, difficulty of work, 
supervision required). When ranked 
in terms of specific factors the ranks 
for each factor are totalled for each 


job, and jobs are then ranked in terms 
of points received. 


Factor-Comparison System 

This requires the establishment of 
several basic job elements or fac- 
tors. The most common used in 
this plan are mental requirements, 
skill requirements, level of respon- 
sibility, physical requirements, and 
working conditions. “Key” jobs are 
then selected and copies of job de- 
scriptions furnished to each member 
of the evaluation committee. Each 
element is described in written form 
and the members of the committee 
rank each job under each of the ele- 
ments used. The next task is to at- 
tach some weight to each of the ele- 
ments in each key job. One way of 
doing this is to determine “a prevail- 
ing rate” for the job, say $300 per 
month, and the members of the com- 
mittee are asked to show how much 
of the $300 they would award to each 
of the five elements. If one job has 
a higher ranking than another for one 
factor it must be awarded more 
money for this element. This estab- 
lishes “factor values” for these key 
jobs and the remaining jobs or a new 
job can be evaluated by comparing 
the requirements for each factor of 
the new job with the key job, ar- 
rive at a total number of points which 
establishes the relationship to other 
jobs. 


Variations of the Above 

As previously stated, the “classi- 
fication” method has proven accept- 
able and fairly standard in the evalu- 
ation of civil service jobs. Industry 
lacks significantly in the homogeneity 
of the various factors which affect 
employment in public administration. 
In addition, job evaluation in the 
civil service is usually developed and 














applied by civil servants employed 
for that purpose, whereas most of the 
plans used in industry are devised 
by outside consultants who for vari- 
ous reasons are skilled in the applica- 
tion of only one system. Neverthe- 
less, the “ranking method”, “point 
system”, and “factor system” have 
been subject to objective study by 
students of the behavioural sciences 
and the results of these unbiased ap- 
praisals have resulted in the conclu- 
sion that no one system is best. 

Other studies have shown that the 
use of two or three factors will evalu- 
ate jobs just as well as five or more.” 
A simplified system based upon the 
“United States Employment Service 
Occupational Characteristics Check 
List” has been developed which re- 
duces the 47 traits in the check list to 
two factors: (1) responsibility and 
(2) training and experience.’ In the 
case study which follows, the writer 
has applied a simplification, which the 
particular circumstances seemed to 
warrant, based on a more recent pub- 
lication of the U.S. Employment Ser- 
vice.‘ The components given in this 
study are “training time”, “aptitudes”, 
“temperaments”, “interests”, “physical 
capacities”, and “working conditions”. 
Only the first two were used in the 
installation illustrated in what fol- 
lows. 
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Richard J. Smyth and Matthew J. Mur- 
phy, “Job Evaluation and Employee 
Rating”, New York, McGraw-Hill Book 
Company, Inc., 1946, pp. 53-66. Also 
David J. Chester, “Reliability and Com- 
parability of Different Job Evaluation 
Systems”. Journal of Applied Psychol- 
ogy, vol. 32, no. 5, Oct. 1948, pp. 465- 
574. 
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“The Reliability of Two Point Rating 
Systems”, Journal of Applied Psychology, 
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Illustrative Application 
1. FacTors AFFECTING APPLICATION 

The plant has been under a partial 
close-down for over a year. A skele- 
ton staff remains in the office and in 
the “works”. New owners have tak- 
en over who plan to completely 
reorganize the business and engage 
new management personnel. The new 
owners inherit two union agreements, 
one for office employees and one for 
shop employees. Both agreements 
contain very tight seniority clauses. 
A move was made to “write job de- 
scriptions” some years back but noth- 
ing came of it. 


2. EXPRESSED NEEDS 

(a) A new organizational struc- 
ture. 

(b) New systems and procedures 
including general accounting, 
budgeting, and cost control. 

(c) Recruitment of new employ- 
ees and recall of those laid 
off under union agreement. 


3. PRINCIPLES AND PRACTICES USED 
IN DETERMINING THE GROUNDWORK 
FOR THE PLAN 

An adequate organizational struc- 
ture should reflect a logical arrange- 
ment of the major activities through 
which the purposes of the organiza- 
tion are achieved. The first task then 
was to analyze the information which 


vol. 31, no. 4, Aug. 1947, pp. 355-365. 
3 Roger M. Bellows and M. Francis Estep, 
“Job Evaluation Simplified: The Utility 
of the Occupational Characteristics Check 
List”, Journal of Applied Psychology, vol. 
32, no. 4, Aug. 1948, pp. 354-359. 
4 “Estimates of Worker Trait Requirements 
of 4,000 jobs as defined in the Dictionary 
of Occupational Titles” U.S. Department 
of Labour, Bureau of Employment Secur- 
ity, United States Employment Service. 
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was available on the previous activi- 
ties and compare it with intentions of 
the new owners. Agreement was 
reached on the following major units 
of action and control: financial, de- 
sign engineering, sales engineering, 
and production. 

Within this at least temporary 
agreement, the analysts were able to 
make a start on the detailed studies 
needed to produce 2 job evaluation 
plan. The systems and procedures 
analyst proceeded to find out what 
was needed in detail to provide con- 
trol of finances, including the usual 
elements of inventory, general ac- 
counting, and budgeting. Having de- 
vised the systems needed, he broke 
each of the activities into workable 
task units or jobs. 


The job analyst meanwhile was 
studying what had to be done in de- 
sign engineering, sales and in the 
plant. The major difficulty encount- 
ered here was in the “shop”, and how 
this was handled will to some degree 
enable us to give a brief description 
of the job evaluation system used. 


The union agreement contained an 
“exhibit” which purported to be a 
“classification and wage schedule”. It 
included such “job titles” as “boring 
mill”, “toolmaker (A)”, “toolmaker”, 
“gun dept.”, “transformer dept.”, 
“shipping and_ receiving”. There 
were no written job descriptions and 
obviously none could be written for 
such a title as “gun dept.”. Yet the 
new plant manager had to recall laid 
off employees for jobs, the content of 
which was most unclear, and manage- 
ment was faced with the renegotia- 
tion of the contract in six months 
time. There was no record of how 


the previous rates had been deter- 
mined. 
The approach taken was to draw 


the attention of the union representa- 
tive and the shop steward to the 
weaknesses in the so-called “classifi- 
cation”. There were less than a dozen 
men working in the shop and they 
represented only a small but import- 
ant sample of the jobs shown in the 
contract. The union agreed to a joint 
study of the problem, and two rep- 
resentatives of the shop committee 
were delegated to work with the 
analyst. At the first meeting, the an- 
alyst acquainted the employee repre- 
sentatives with the textual material 
available for writing generally recog- 
nizable and acceptable job descrip- 
tions.° 

The employees were asked to sug- 
gest what were the “key” shop jobs, 
e.g. “toolmaker”, and job descriptions 
were worked out for them. The ele- 
ments considered useful for ranking 
(evaluation) purposes were length 
of training required, nature and ex- 
tent of skills required, and degree of 
supervision exercised or required. 
These three factors were to be clear- 
ly indicated in the job description. 
They were not given points or other- 
wise mathematically rated. The jobs 
as a whole were so described that a 
recognizable degree of ranking could 
be used for future wage negotiations 
and the plant superintendent could 
hire, place and use his staff intelli- 
gently. 

After two meetings, each of about 
three hours in length, the employee 
representatives, having become fa- 
miliar with the purpose and method, 
were satisfied to let the job analyst 
proceed to describe the remaining 
jobs. These were subsequently sub- 


5 “Dictionary of Occupational Titles, Vol. 
1 — Definition of Titles, and Vol. II— 
Occupational Classification”. Also “Work- 
er Trait Reauirements”. 
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mitted for their approval in content 
but not at this time for ranking and 
wage setting. However, all newly 
described jobs were fitted into the 


existing wage agreement. 


The final task was for the job ana- 
lyst and the systems and procedures 
analyst to work together in drawing 
up job descriptions for the office staff 
and the senior management team. 
The latter, of course, was the most 
important. In these descriptions the 
“general duties” section stemmed 
from the activities analysis. The 
“level of responsibility” section had to 
make clear what was the extent of 
decision-making authority attached to 
the position. These involved the so- 
called “linear relationships” between 
the top management team. In this case 
these were not finalized until the 
management posts were filled and the 
standard operating procedures for es- 
timating, bidding, designing and fab- 
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ricating a contract were agreed upon 
by top management. 


Summary 

The installation of a job evaluation 
plan should not be considered unless 
there is a proven need. The need 
can be met by several methods. No 
one method is superior in all circum- 
stances. Five methods are described 
briefly and the installation of a rela- 
tively simple application is outlined 
in more detail. 


Appendix of Suggested Reading 

Paul Pigors and Charles A. Myers, “Per- 
sonnel Administration”, Toronto, Mc- 
Graw-Hill Book Company, Inc., 3rd ed., 
1956. 

Geo. W. Taylor and Frank C. Pierson, 
“New Concepts in Wage Determina- 
tion”, Toronto, McGraw-Hill Book Com- 
pany, Inc., 1957. 

James L. Lundy, “Effective Industrial 
Management”, New York, The MacMil- 
lan Company, 1957. 


Human Relations 


Both industrial relations and human relations are basically concerned 


with building up good faith and mutual respect between people who have 
to work together. Good industrial relations imply the existence of this good 
faith. Good human relations in an enterprise are also fundamentally de- 
pendent on it. There is no royal road to good faith in either sphere. It takes 
a long time to achieve. In industrial relations adhering to procedure and 
observing agreements over a long period are the necessary basis. For human 
relations in the individual enterprise it is the handling of day-to-day prob- 
lems which counts; it is not procedure which is important here, but what I 
have called policy on the part of management. By policy, I mean a con- 


sciously accepted series of principles which should govern the relations be- 
tween those who manage at all levels in an organization and those who 
receive instructions from them. When this policy is accepted by all who 
work in the undertaking, you can say that good human relations have been 


established. 


— Sir Wilfred Neden, C.B., C.B.E., in “Vitality in Administration”. 





Workmen’s Compensation Financing 


COLIN SHAW 


THis is AN age in which scientific 
and technical achievements are equat- 
ed with human progress; yet there is 
a conspicuous and growing lag in the 
development of man himself. What- 
ever the benefits conferred by bigger 
and better machines, at best they 
are only aids to human improvement. 
Indeed, there is evidence that lop- 
sided technological advances have 
brought mixed blessings in their 
train. The high accident rate in the 
factory and on the road as well as 
many health and social problems bear 
witness to an imbalance in society. 
Furthermore, the complexities of 
life in a machine age and the con- 
tinuing struggle of mankind for se- 
curity and creative self-expression 
produce tensions which are common- 
ly manifest in mental and physical 
ills. In many instances these evils are 
the cause of costly accidents. 


In Ontario, Canada’s most populat- 
ed and industrialized province, some 
90,000 employers and 1,750,000 em- 
ployees in all kinds of industry are 
covered by the Ontario Workmen’s 
Compensation Act. This Act, like 
other Canadian Acts, is administered 
by a Board whose main functions are 
determining what the employer must 
pay and the injured workman is to 
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receive. The Board allows or disal- 
lows claims after considering the evi- 
dence and also obtains the necessary 
funds from employers and pays out 
compensation benefits. In addition, it 
provides or supervises medical and 
rehabilitation services. 


Industries Covered 


The Workmen’s Compensation Act 
does not apply to all industries, but 
only to those listed in schedules 1 and 
2 of the regulations. 


Schedule 1 includes all kinds of 
manufacturing businesses, lumbering, 
mining, quarrying, stone crushing, 
stone cutting, milling, packing houses, 
canning factories, printing, warehous- 
ing, teaming, cartage; taxis and buses; 
building in all its branches; coal and 
wood yards; operation of theatres and 
moving picture places; gas works; 
light, power and waterworks systems; 
construction or repair of roads, 
streets, sewers, bridges, railways, can- 
als, piers, and wharves; fishing, dredg- 
ing and stevedoring; repair shops in- 
cluding automobile repairs; butcher- 
ing; bakeries; dairies; hospitals; ho- 
tels; wholesale stores or warehouses; 
laundries; dyeing and cleaning; office 
buildings and restaurants; retail mer- 
cantile businesses; and some others. 
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In schedule 2 are railways and 
street railways; express, telegraph, 
and Dominion telephone companies; 
navigation, towing, and marine 
wrecking; municipalities, commis- 
sions, and school boards; and the 
Crown in right of the province. 

Other industries or employments 
may be added by the Board on the 
application of the employer. 

Certain industries are excluded 
from the operation of part 1 of the 
Act. These are listed in the regula- 
tions. In Ontario, farming and certain 
professions are covered by application 
of the employer. 

There are no limitations regarding 
the number of employees an employ- 
er must have to qualify for protec- 
tion. Even a part-time employee is 
eligible for coverage. However, out- 
workers and all persons to whom 
work is given to be done at home are 
outside the scope of the collective 
liability system in all Canadian Com- 
pensation Acts. 


If an employer wishes to protect 
himself, he must make a specific ap- 
plication for coverage annually on his 
payroll returns. 


Source of Revenue 


Under schedule 1, income is de- 
rived from a levy on employers in the 
form of an assessment based on wages 
earned and on accident experience. 
Moneys collected in this manner cre- 
ate an accident fund, out of which all 
expenses are paid, except for a sum 
paid by employers under schedule 2 
towards administrative expenses. The 
fund is in the nature of a trust. Its 
specific purposes are to relieve em- 
ployers of individual responsibility in 
accident costs, compensate injured 
workers, and take care of administra- 
tive and other necessary expenses un- 


WORKMEN’S COMPENSATION FINANCING 








43 





der the Act. Under the Ontario sys- 
tem, the total accident costs and ad- 
ministrative expenses during any one 
year come out of the income for that 
year. Accident costs include four 
types of cases: medical aid only, 
temporary disability, permanent dis- 
ability, and death. The sum set aside 
to take care of a pension is computed 
actuarially so that the capital amount 
for that purpose, plus the sum it will 
earn at reasonable interest, will be 
sufficient for both the actual and total 
cost of the pension. 


While provision is made for ad- 
justments in assessments and in ac- 
cident costs, and although a surplus 
operating sum is maintained to cover 
liabilities from the end of the year 
until the next year’s assessments be- 
gin to accumulate, a reserve fund, 
called the disaster reserve, is set up 
under section 100 of the Act. As will 
be readily understood, this reserve 
is intended to meet the loss arising 
from abnormal experience which 
would unfairly burden employers in 
any one class. 


There are other reserve funds es- 
tablished to provide for deferred 
compensation. These comprise com- 
pensation moneys held for claimants, 
as well as payments deferred to a 
future time because the claimant is a 
minor or for other reasons. Provision 
is also made for a pension fund con- 
tingency reserve. This reserve fund is 
made necessary by the increased 
longevity in our mortality experience 
which prejudices the position of 
earlier capitalizations made in the 
fund. It also covers other contin- 
gencies not adequately provided for 
at the present time. 


A second injury reserve fund has 
been established to equalize the bur- 
den of added loss from second in- 
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juries. An “asbestosis account” was 
set up within the accident fund to 
recognize the special nature of the 
asbestosis hazard. A “silicosis ac- 
count” was established to embody 
special assessments and payments in 
class 5 when “silicosis” contracted 
in mining operations was added to 
the list of industrial diseases under 
the Act. 


Method of Rating 


For the purpose of assessment and 
compensation, industries under sched- 
ule 1 of the Act are divided into 26 
classes, each class containing one or 
more rate numbers. A separate ac- 
count is kept in each class, and into 
it are entered all assessments receiv- 
ed, and compensation and medical aid 
awarded. In effect, therefore, each of 
the rate number classifications of in- 
dustry is a “mutual insurance associa- 
tion” of the employers in that class. 
As previously stated, a reserve fund 
has been established to meet the cost 
of severe adverse experience occur- 
ring in any one class which might be 
more than the class itself could sus- 
tain. 

At the beginning of each year, each 
employer is required to submit to the 
Board an estimate of his probable 
payroll for that year and his assess- 
ment is based on that payroll. At the 
end of the year, when the actual pay- 
roll is known, any necessary adjust- 
ments are made. 


For the purpose of fixing the rate 
of assessment on each rate number, a 
study has been made of the experi- 
ence of past years. From that experi- 
ence a rate for each number has been 
computed. The rate, if applied to the 
total of the payrolls in the class and 
number, would meet accident and 
other costs of the group. Upon all of 


this experience, the annual rate is 
based, with additional provision for 
the costs of administration and of ac- 
cident prevention associations, where 
applicable, and for contingencies. 
Consideration is also given to the 
present financial position of the rate 
number. 


Experience Rating 

Over the years, since 1917, various 
experience rating systems have been 
proposed and tested by the Ontario 
Workmen’s Compensation Board. The 
Board has now adopted a system 
whereby a firm may be rewarded or 
penalized on assessment according to 
the relationship of its accident ex- 
perience with that of the group to 
which it has been assigned. The 
basic idea of the scheme is to recog- 
nize each firm’s contribution to the 
overall experience of the group and 
thereby encourage efforts to prevent 
accidents, without departing signif- 
icantly from the Act’s basic principle 
of collective liability. 

The present plan was instituted fol- 
lowing a three-year trial period which 
involved approximately 240 firms in 
9 different rate number classifications. 

The Ontario Board receives ap- 
plications for experience rating in 
groups of firms only if this submis- 
sion is made through recognized 
trade associations or by responsible 
spokesmen. Upon receipt of an 
official request, the Board conducts a 
poll of all eligible firms in the group. 
To be eligible, a firm must have had 
an assessable payroll of at least $40,- 
000 and must have been assessed at 
least $500 for each of three consec- 
utive years immediately preceding 
the poll. 

As a protection to reserve balances, 
the Board stipulates that assessment 
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receipts from employers should not 
vary appreciably from the amount 
they would have received had the 
group plan not been in operation. 
Secondly, the departure from full 
collective liability should not vary 
by more than 25% for any one em- 
ployer, lest this very important con- 
cept be violated. 


Benefits Under the Act 

Benefits under the Ontario Act may 
be classified as financial, medical, and 
rehabilitation. 

Compensation is payable to work- 
men for personal injury caused by 
accident arising out of and in the 
course of employment, or as the re- 
sult of an industrial disease or other 
disease shown to be peculiar to or 
characteristic of a particular indus- 
trial process, trade, or occupation. 
Two exceptions are: 

1. Where the accident is attributable 
solely to the employee's serious 
and wilful misconduct unless the 
result is death or serious disable- 
ment; 

When the injury does not disable 
the employee for more than four 
calendar days from earning full 
wages. 


bo 


Financial Benefits 

If totally disabled, the workman is 
entitled to receive 75% of his average 
earnings up to $5,000 per year, i.e. 
a maximum weekly payment of 
$72.11. 

If his average earnings are less 
than $15 a week, he receives the full 
amount of his average earnings. 
Payments date from the commence- 
ment of disability and are made every 
two weeks. 
dependent 


In fatal cases, the 
widow receives: 
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1. A lump sum payment of $300, 


certain expense where remains 
are transported a considerable dis- 
tance for burial. 

2. A burial allowance of $300. 

3. A pension during widowhood of 
$75 per month. Should she re- 
marry, she receives a lump sum 
payment of the equivalent of 
two years’ pension payment, i.e. 
$1,800. 

4, For children up to 16 years of age, 
$25 a month. Orphan children re- 
ceive $35 a month up to age 16. 
In certain cases, for educational 
purposes, payments for children 
may be made up to the 18th birth- 
day or the completion of the 
school year in which the 18th 
birthday is reached. 


Medical Aid 


When a claim has been allowed 
by the Board, the injured worker is 
eligible for whatever medical and 
dental aid is necessary. He is also 
eligible for artificial limbs or appli- 
ances as required and can have them 
kept in repair or replaced when 
deemed necessary by the Board. 

Under the Ontario plan the indus- 
trially injured worker has the initial 
choice of doctor, but he may not, 
without the Board’s approval, change 
doctors or leave Ontario for treat- 
ment. The Ontario Act authorizes the 
Board to control the type and quality 
of medical care. 

To help industrially injured work- 
ers get back to work and to assist in 
lessening or removing any handicap 
resulting from their injuries, the 
Board has authority to take appropri- 
ate measures and make any reason- 
able expenditures. It maintains its 
own hospital and rehabilitation cen- 
tre at Downsview, Ontario, just out- 
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side Toronto. At this new centre, 
completed in 1958, there is accommo- 
dation for 500 seriously injured 
workers. Here, specialists in physical 
medicine, remedial gymnasts, phys- 
ical and occupational therapists, 
nurses and rehabilitation officers co- 
operate in activities to restore phys- 
ical function and work capacity. 


Administration Costs 

Generally speaking, the efficiency 
of a commercial enterprise is mani- 
fested in profits on the balance sheet. 
With the Canadian Compensation 
Boards, however, efficiency can be 
assessed mainly in two ways. One is 
by the extent to which optimum use 
is made of personnel and equipment 
in collecting funds from employers 
and in distributing them economically 
and quickly to injured workmen. The 
percentage of administration costs to 
total costs is an indication of good 
or inefficient operation. In 1957, the 
dollar breakdown was 88.6 cents for 
injured workmen, 2.8 cents for acci- 
dent prevention and safety associa- 
tions, and 8.6 cents for pure adminis- 
tration. 

The second method of assessing 
overall efficiency is to study the de- 
creasing incidence of permanent dis- 
abilities resulting from industrial ac- 
cidents. When the professional ser- 
vices of medical practitioners are 
utilized to their maximum in co- 
operation with the Board’s medical 
specialists, the proportion of injuries 
resulting in permanent disability 


should decrease. 

The Ontario Board’s records com- 
piled over the past 43 years show 
that, although the number of acci- 
dents has increased with the expand- 
ing economy and the greater num- 
ber of workers coming under the 


Act, the proportion of those who suf- 
fer serious permanent disability is 
now smaller. The ratio of permanent 
disability cases to all compensation 
cases reported to the Ontario Board 
last year was 3.19%, the lowest in the 
Board’s experience. The work of the 
medical profession and safety asso- 
ciations is largely responsible for this 
happy situation. 

In a constant endeavour to keep 
administrative costs within bounds, 
the Ontario Board has _ installed 
modern office equipment. It recently 
installed a digital computer, and sees 
that its staff is kept aware of the po- 
tential uses of this machine. 


To serve business and _ industry 
more effectively, the Board has estab- 
lished a number of district offices. 
In addition to rendering immediate 
local service, these have proved eco- 
nomical from a business administra- 
tion viewpoint. 


The Accountant’s Role 


In Canada, industry, labour, pro- 
fessional groups, and the general 
public have accepted a comprehens- 
ive workmen’s compensation program 
as a legitimate first charge on the cost 
of production. Factors in this ac- 
ceptance include the spirit, clarity 
and simplicity of the legislation; de- 
votion to that spirit by compensation 
board personnel over the years; ex- 
perimentation with new ideas for im- 
proving service and administration; 
natural generosity of employers re- 
lieved of personal liability through 
the mutual insurance principle; will- 
ingness of employees to accept com- 
pensation at the levels paid; ready co- 
operation of the medical profession 
and safety associations; and a social 
and political climate that has become 
increasingly humanitarian. 
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As business continues to expand 
and becomes more complex in its ad- 
ministration, there seems to be an 
ever-increasing demand for the ser- 
vices of business administrators. In 
an endeavour to alleviate the situa- 
tion, many business owners engage a 
chartered accountant in that capacity. 
Invariably, he is the one person re- 
quired to have information regarding 
income tax, inventory, bookkeeping, 
unemployment insurance, workmen’s 
compensation, etc. 


The accountant can render excel- 
lent professional service by seeing 
that appropriate records are kept and 
business returns, payroll submissions, 
and information returns are com- 
pleted correctly and submitted to the 
proper authority at the right time. 
The Ontario Act requires that pay- 
roll information be submitted to the 
Ontario Board by the last day of 
February of each year. As assess- 
ments are based on payroll returns, 
provision has been made for the veri- 
fication of statements to the Board. 
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Accountants should protect their 
clientele by ensuring that they are 
adequately covered, especially in 
circumstances where a contractor or 
sub-contractor has been awarded 
contracts. If the latter fails to re- 
port his operations to the Board or to 
pay his compensation assessment, the 
principal can be held responsible. 
Such failure may result in the prin- 
cipal being responsible for the full 
amount or capitalized value of the 
compensation and medical aid pay- 
able for any accident during the 
period of default. In addition, he 
may be subject to any penalty or 
other liability. 

It is important that current in- 
formation regarding workmen’s com- 
pensation legislation be in the posses- 
sion of the accountant’s clientele at 
all times. The accountant renders a 
service to his client when he is able 
to supply him with factual informa- 
tion on this vital social legislation 
which has been designed for the pro- 
tection of both employer and em- 
ployee. 
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Accounting Research 


DiscouUNT OR PREMIUM AND ISSUE 

EXPENSE ON LONG-TERM DEBT 

It was suggested in this depart- 
ment last month that basically there 
were three accounting problems re- 
lated to the treatment of discount (or 
premium ) and issue expense on long- 
term debt. The first of these prob- 
lems, the timing of the transfer of 
discount and expense to profit and 
loss, was discussed last month. The 
remaining two, the balance sheet pre- 
sentation of these items and the dis- 
position of the unamortized balance 
on premature discharge of the debt, 
are discussed below. As in the pre- 
vious article, the discussion will be 
largely restricted to the discussion of 
situations in which long-term debt is 
issued at a discount as these are the 
commonest cases and usually the 
treatment of premium would be simi- 
lar to the treatment of discount. 


Balance Sheet Presentation 

The normal practice in Canada, the 
United States and Great Britain, when 
long-term debt is issued at a price 
below par, is to show the face amount 
of the debt on the balance sheet as 
a liability and to show any discount 
not written off separately as an as- 
set, usually under “deferred charges”. 
Because this is the “generally accept- 
ed” treatment, many writers recog- 
nize it as an appropriate one. A 
substantial number of accounting 
theorists, on the other hand, disagree. 
These writers insist that discount on 
long-term debt is not a deferred 
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charge and thus should not be shown 
as an asset but rather as a deduction 
from the face value of the liability. 
They argue that discount is not an 
item of expense paid for in advance 
which is to be charged against income 
of subsequent periods as the ser- 
vices it represents are used up in the 
income producing process. On the 
contrary, they maintain that the ex- 
cess of the ultimate redemption price 
over the proceeds of issue represents 
a portion of the interest charge which 
is not payable until maturity. This 
position involves the view that the 
real amount of the debt is the net 
proceeds of the issue and the interest 
charge is, in effect, in two parts, one 
part payable as interest periodically 
over the term of the debt and the 
other part payable in a lump sum at 
maturity. 

The view that the effective liabili- 
ty is the net amount received rather 
than the face value is defended on 
the grounds that the equity of the 
creditors in the business cannot ex- 
ceed the amount actually advanced. 
From this it follows that this amount 
which represents the true interest of 
the security holders should be the 
amount reflected as a liability on he 
balance sheet. To the argument that 
the face value is the amount which 
would be payable on liquidation, they 
reply that an appeal to the possible 
position on liquidation is a denial of 
the generally accepted accounting 
principle of the “going concern” and 
hence invalid. 
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Actually, few writers disagree on 
theoretical grounds with the practice 
of netting discount against liability 
on the balance sheet. The usual de- 
fence of the conventional method is, 
in fact, generally restricted to point- 
ing out that no serious difficulties or 
misunderstandings arise from the con- 
ventional treatment and the deter- 
mination of income is not affected. 
From this they deduce that the minor 
improvement in technical accuracy 
of the balance sheet which might re- 
sult from the recommended proced- 
ures does not appear to be great 
enough to justify upsetting the tradi- 
tional practice, especially in view of 
the current belief that the statement 
of profit and loss is more important 
than the balance sheet. The fact that 
issue expenses which are now usually 
treated together with discount both 
in the balance sheet and in calculat- 
ing amortization would have to be 
shown separately as a deferred charge 
under the proposed procedures and 
would be subject to a separate amor- 
tization calculation also provides a 
practical obstacle to any change in 
treatment. 

In spite of the efforts by American 
writers towards forwarding the argu- 
ment in favour of the net liability 
treatment, no indication of any sig- 
nificant change in practice in the 
United States can be discerned. The 
American Accounting Association 
which represents largely the univer- 
sity instructors (and thus most of the 
writers) recommends that creditors’ 
equities “ . should be measured 


initially by the agreed cash considera- 
tion or its equivalent”. On the other 
hand, the American Institute of Certi- 
fied Public Accountants, which repre- 
sents public practitioners, has not felt 
the question to be sufficiently import- 
ant to warrant any pronouncement on 
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the subject at all. In fact, chapter 15 
of the American Institute’s Account- 
ing Research Bulletin No. 48 by 
speaking of unamortized discount as 
a deferred charge suggests, at least 
by implication, that the more conven- 
tional view is still held by the prac- 
tising accountants. The situation in 
Canada appears to be similar, and 
discount, in any case where it has not 
been written off, is usually shown on 
the asset side of the balance sheet. 


Treatment of Unamortized Discount 

Whenever the practice of amortiz- 
ing discount and expense on long- 
term debt over the life of the issue 
has been adopted in the accounts, the 
premature discharge of the liability 
creates the problem of disposing of 
the unamortized balance. In the case 
of an ordinary redemption, the gen- 
erally accepted practice of charging 
this balance to profit and loss or earn- 
ed surplus is easily justified. Like 
the premium which may be payable 
on premature redemption, it repre- 
sents one of the costs of terminating a 
borrowing contract and of reducing 
future interest expense. Many au- 
thorities would permit, or even insist 
on, the deduction of these charges 
from the current year’s income be- 
fore arriving at net profit. However, 
as the transaction is an unusual or 
non-recurring one, not closely related 
to the current year’s operations, others 
would appear to regard it as improp- 
er to deduct such charges in arriving 
at net profit for the year. 

Many practitioners would regard 
the same treatment as appropriate 
even if the redemption is part of a 
refunding operation and the funds 
are provided as made out of the pro- 
ceeds of a new issue. Other account- 
ants, however, regard this situation as 
a special case. They recommend that 
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the remaining discount and expense 
should be carried forward and amor- 
tized at the same rate as before over 
the balance of the original term of the 
debt retired. 


This treatment is regarded as pre- 
ferable by the American Institute. 
This preference is justified in chapter 
15 of Accounting Research Bulletin 
No. 43 on the grounds that it“... 
results in reflection of the refinancing 
expense as a direct charge under the 
appropriate head in a series of income 
accounts related to the term of the 
original borrowing contract. This 
method is based on the accounting 
doctrine that when a cost is incurred 
the benefits of which may reasonably 
be expected to be realized over a 
period in the future, it should be 
charged against income over such 
period.” Later in the same bulletin, 
it is argued “ .. . that the cost of 
money over the entire period of the 
original issue is affected by the terms 
of the original contract, and that if 
the cost of anticipating maturity is in- 
curred, it is only because it is advan- 
tageous to do so; if the saving over 
the unexpired term of the old bonds 
will exceed the amount of unamor- 
tized discount to be disposed of, such 
discount should properly be spread 
over the unexpired terms as a proper 
element of the cost of borrowed 
money.” 

The American Institute also recog- 
nizes immediate write-off of any bal- 
ance remaining on redemption as an 
acceptable procedure practice. A pos- 
sible third treatment, the amortization 
of the remaining balance over the life 
of the new issue, is, however, held to 
“run counter to generally accepted 
accounting principles” and is thus not 
acceptable. Several reasons for this 


view are summarized in Bulletin 48. 
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These include the fact that “clearly 
discernible benefits from a refunding 
accrue only for the period during 
which the new issue is replacing the 
previously outstanding issue”, that 
“|. . there is a lack of logical rela- 
tionship between the amount of un- 
amortized discount on the old issue 
and the term of the new issue”, and 
that “ . . . it is unconservative .. . 
to carry forward part of the unamor- 
tized discount over the longer 
period”. 

It will be seen that the belief that 
the discount represents an expense to 
be deferred and charged to the period 
benefited is implicit in this argument. 
The view of the nature of discount 
held by the proponents of the “net 
liability” school leads to somewhat 
different conclusions. On this theory, 
the unamortized discount is not a de- 
ferred charge but merely the differ- 
ence between the effective liability 
and the redemption price. Accord- 
ingly, the excess of the redemption 
price over the effective liability is a 
form of redemption premium to be 
treated as an immediate cost. This 
opinion is expressed in the American 
Accounting Association’s statement 
“Accounting and Reporting Standards 
for Corporate Financial Statements” 
in the following words, “Any differ- 
ence between the amortized amount 
of a liability as reflected in the ac- 
counts and the amount of assets re- 
leased . . . should be recognized as a 
gain or loss in the period of liquida- 
tion.” No special treatment is pro- 
posed for the case in which refund- 
ing takes place. 


No official pronouncement on this 
subject has been made by the C.I.C.A. 
Present Canadian practice is hard to 
determine since the treatment actual- 
ly followed in any particular case can 
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seldom be deduced from published 
statements. It seems probable, how- 
ever, that immediate write-off of the 
unamortized balance of discount is 
the usual practice. There may, how- 
ever, be cases in which the treatment 
preferred by the American Institute 
has been adopted. 


Convertible Issues 


At first glance, the balance of un- 
amortized discount which may remain 
on hand on the conversion of debt 
securities into shares appears to be in 
essentially the same position as the 
balance remaining on premature re- 
demption. If the conventional view 
which regards discount as a deferred 
charge and the face value of the lia- 
bility as the true equity of the secur- 
ity holders is held, further considera- 
tion of the problem will confirm this 
view so that the immediate write-off 
of the unamortized balance of dis- 
count and expense will be considered 
appropriate. For reasons suggested 
in last month’s article, the periodic 
amortization of discount and expense 
on convertible issues is not too com- 
mon in Canada. It seems, however, 
that in most cases where the discount 
and expense have not been written 
off on the date of issue the balance is 
written off on conversion. In the ac- 
counts of companies following this 
practice, the face value of the debt 
converted plus any cash considera- 
tion received is treated as the con- 
sideration received for the shares. 


This treatment is attacked by those 
writers who defend what might be 
called the “net liability” view of the 
nature of discount. When the true 
equity or interest of the security hold- 
ers is regarded as the net amount 
paid in plus amortized discount, the 
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consideration received for the shares 
issued on conversion cannot be great- 
er than this figure. From this point of 
view, the use of the face value of the 
debt as the issue price of shares in- 
volves an improper inflation of the 
capital value and all the questions of 
inadequate consideration which arise 
in such circumstances. Those that 
hold this view, therefore, recommend 
that the balance of unamortized dis- 
count relating to securities converted 
should be offset against the face value 
of the liability in order to arrive at 
the amount to be transferred to capi- 
tal. 


The same argument does not, of 
course, apply to unamortized issue 
expenses. It is, therefore, usually 
suggested that any balance of these 
expenses remaining unamortized on 
conversion should be treated as stock 
issue expenses to be carried forward 
or written off in accordance with the 
company’s usual practice in respect 
to these costs. 


Some theorists, including the Com- 
mittee of the American Accounting 
Association responsible for the pro- 
nouncement on “Accounting and Re- 
porting Standards for Corporate Fi- 
nancial Statements” adopt another ap- 
proach. They recommend the use of 
market value as the basis for valuing 
shares issued on debt conversion. In 
the words of this publication, “When 
a liability is discharged by conversion 
to a stock equity, the market value of 
the liability is ideally the measure of 
the new equity created. However, 
if a reliable market price for the is- 
sue is not available, the market value 


of the stock issued may be used.” 


This approach solves the problem 
of disposing of the unamortized dis- 
count by taking it into account in 
computing the profit or loss on con- 
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version and recognizing the total as 
a gain or loss in the period of conver- 
sion. The procedure is defended on 
the grounds that the value to be as- 
signed to the shares issued on conver- 
sion must be determined on the basis 
used for other shares issued for a 
non-cash consideration, namely the 
value of the right or asset exchanged. 


It is clear from the foregoing that 
the choice of a method of disposing 
of the unamortized balance of dis- 
count remaining on conversion de- 
pends on the views held regarding 
the nature of discount and the signifi- 
cance of the conversion transaction. 
The basic problem, whether the face 
value of the debt or the net pro- 
ceeds is the proper measure of the 
creditor’s equity, arises in connection 
with all debt securities. A solution 
to the problems posed by convertible 
securities, however, will involve find- 
ing answers to several additional 
questions as well. No generally ac- 
ceptable solution to the problems 
posed by convertible securities can 
be reached until these basic questions 
are answered, 

The chief difficulty arises from the 
fact that in most cases the conversion 
feature is offered as a substitute for 
a higher interest rate. In fact, many 
issuers would be unable to finance 
by means of straight debt issues at 
any interest rate. It would appear, 


therefore, that in these cases a por- 
tion of the price paid for the securi- 
ties is in effect a payment for an op- 
tion to purchase shares. If this is the 
case, the net liability based on the 
actual discount may not be too signi- 
ficant, and the use of this amount as 


the basis for valuing the shares is- 
sued on conversion may be question- 
able. To the extent that the issue 
price has been increased by the value 
of this “option”, the interest cost com- 
puted in the conventional manner 
will be understated and the amor- 
tized liability will be overstated. 
Shares valued on this basis alone may, 
therefore, be improperly valued. 


For the same reasons, the use of 
market price as a basis for valuing 
the shares issued on conversion ap- 
pears rather debatable if the price of 
the debt securities is influenced by 
factors other than the pure cost of 
money. It may be reasonable to re- 
gard the current market value of 
bonds as an indication of the value 
surrendered for shares when that 
value varies from the face value only 
enough to adjust for the difference 
between the coupon rate and the go- 
ing rate of interest. If, as is usually 
the case when the conversion privi- 
lege looks attractive enough to justify 
conversion, the market price of the 
debt includes an element representing 
the value of the option to buy shares, 
this treatment creates several diff- 
culties. The use of the higher market 
means, in effect, that the value of the 
option is being capitalized and 
through the recognition of a loss on 
conversion is being charged to earned 
surplus. Since it is not, at present, 
normally regarded as desirable to re- 
cord the “loss” suffered by a company 
when shares are sold pursuant to op- 
tions or rights at a price less than the 
current market, this treatment would 
not be consistent with that adopted 
under analogous conditions. 
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Tue Avupir as A Basis FOR FURTHER 
SERVICES TO THE CLIENT 

A panel discussion at the Ontario 
Institute’s annual conference, at the 
University of Western Ontario, Lon- 
don in June 1958, discussed how the 
practising firm can help clients by 
using information obtained by the 
staff in the course of the audit. This 
excellent panel, under the chairman- 
ship of D. Bruce Davis, of Kitchener 
with H. C. Dixon and A. B. Francis 
of Hamilton as panel members, cov- 
ered many useful ideas of value to 
all practising accountants. 

Small clients present many oppor- 
tunities for providing “extra” services. 
Small clients are defined as those who 
are not large enough to have person- 
nel within their own organization 
capable of providing the type of ser- 
vices discussed here. 


Audit Approach 

Over the past 50 years there has 
been a change in the main objectives 
of an audit. Less importance is now 
attached to the prevention and de- 
tection of fraud and the detailed 
checking of transactions. More em- 
phasis is focused on arriving at an 
informed opinion as to the reliability 
of the financial statements. However, 


there are many clients and members 
of the public who still expect the 
audit to provide some protection 
against fraud. This is particularly 
true in the case of the smaller client, 
where an audit is the best substitute 
for internal control. 


In a business where one person 
does all the accounting, it is not prac- 
ticable to have one employee check 
on the work of another. Although 
other controls may be used, they have 
their limitations. The best control is 
the personal supervision over the 
various operations by the proprietor. 
A review of the effectiveness of his 
supervision provides a good basis for 
developing additional services. 


Controls Needed 

Some of the things over which the 
proprietor should provide close per- 
sonal control are cash receipts, pay- 
rolls, disbursements, receivables, in- 
ventories, and current operations. 
Cash receipts may be controlled by 
opening the mail and observing over- 
the-counter transactions; payrolls by 
personal knowledge of the staff em- 
ployed and their efficiency on the job; 
disbursements by examining and 
approving vouchers and _ signing 
cheques; receivables by setting credit 
terms and reviewing outstanding ac- 
counts; inventories by physical exam- 
ination and perusal of stock records. 

By reviewing these areas with 
management, the auditor carries out 
procedures essential to the audit and 
also opens the door to the whole field 
of management advice. For example, 
the discussions on inventory lead eas- 
ily to a consideration of the methods 
by which stocks are kept at the mini- 
mum required for operations, kept 
in balance with production schedules, 
or controlled to detect surplus quan- 
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tities before obsolescence or spoilage 
occurs. 


Costing 

The next step for the auditor is to 
ask questions regarding the adequacy 
of the costing system. This field 
could also be entered from a discus- 
sion on payrolls or monthly state- 
ments. Under “costing” the auditor 
can explain that overhead should be 
classified between “variable” and 
“fixed”, and semi-variables known for 
different levels of production. Con- 
sideration could be given to standard 
costing. He can discuss also the dan- 
gers of memorandum costing infor- 
mation that does not tie in with the 
regular books of account. He can 
point out the basic need for cost data 
which will provide a satisfactory in- 
ventory figure for preparation of the 
annual statements. 

Adequate cost records are essential 
for clients doing contract work in or- 
der to ensure that their bidding is 
accurate. In any business correct 
costs must be known if selling prices 
are to be established accurately. No 
company can afford to price its goods 
below cost. The company that does 
not know its exact costs must bid 
higher or keep prices up to be sure 
its prices are adequate. 


Cash 


The audit of cash controls could 
develop into a discussion of systems 
and procedures. Perhaps the hand- 
ling of cash receipts could be speeded 
up by using a multi-copy remittance 
form. A one-write payroll system 
might save time. If an accounts pay- 
able ledger is being maintained, it 
could perhaps be eliminated. Ship- 
ping reports and invoices can be 
produced at one writing. One of the 
smaller bookkeeping machines might 


be useful in maintaining accounts re- 
ceivable records. 

From cash controls it is a short step 
to financial planning. Does the busi- 
ness have adequate cash or excess 
cash? Are receivables being prop- 
erly controlled and collected? Is the 
investment in inventories yielding a 
maximum return? Are salary scales 
in line with the industry? Are the 
dividend policies sound? What is the 
policy regarding sales discounts? 
Wherever purchase discounts are of- 
fered, are they taken? 

Another step along this road brings 
us to adequate financial statements 
and their underlying accounting prin- 
ciples. Consider such areas as cut- 
off for purchases and sales, capital 
versus revenue expenditures, basis of 
inventory valuation, particularly the 
amount added to cover overhead and 
depreciation policy. 

From here we may turn back to 
discuss the client’s bookkeeper. The 
auditor can point out the import- 
ance of having a skilled and com- 
petent bookkeeper. This in turn can 
lead to an appraisal of office staff. 


Budgets 

Perhaps the discussion of financial 
policy and operating results will lead 
to a recommendation that budgeting 
be formalized. Sometimes the banker 
requires a budget before granting a 
needed loan. The various advantages 
and objectives of budgeting can be 
cited, in particular the benefits of a 
“looking-ahead attitude”. This can 
lead to a general discussion of the 
necessity for advanced planning and 
formulation of business objectives and 
policies, or to a discussion of rela- 
tions with bankers and how to de- 
velop a good credit standing with 
bankers and the trade. 
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PRACTITIONERS FORUM 


Another entry to budgeting is pro- 
vided by a study of the annual source 
and application of funds statement. 
The auditor can show the need for a 
look at next year’s source and appli- 
cation of funds to make sure that 
bank credit will not be exceeded. 
This is done by preparing a cash bud- 
get. But first an operating and bal- 
ance sheet budget is needed, and so 
it goes. In this way, a client can be 
convinced that a voluntary develop- 
ment of advanced planning is to his 
advantage. He will avoid the crisis 
which lack of cash to meet a payroll 
sometimes precipitates. 

Having reached the point where 
the client is budgeting, the next step 
is the preparation of periodic state- 
ments showing actual, budget and 
previous year’s figures. Here is the 
material for a discussion of opera- 
tions with management. The way ac- 
counting data is employed as a man- 
agement tool can be demonstrated by 
using the budget to control opera- 
tions. 


Personnel 


A discussion of payroll and staff 
efficiency could lead to the conclusion 
that some employees are not carrying 
their weight. In the event that these 
are older, long-time employees, they 
are in effect getting an unofficial pen- 
sion which is hidden in operating 
costs. This could lead to a discus- 
sion of the financial and tax advant- 
ages to the company and employees 
of an approved pension plan. 

A discussion of the need for ade- 
quate capital can lead to considera- 
tion of succession in the management 
of the business. If the shares are all 


owned by members of a family, es- 
tate problems are involved. Continu- 
ance of the life of the business may 
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depend on the present employees. 
The problems involved embrace val- 
uation of shares, methods of obtain- 
ing sufficient funds to continue in the 
event of sudden death of key man- 
agement, and ways of retaining con- 
trol of the company in the hands of 
the family. 


Capital 

The topic “sources of capital” could 
arise from discussion of budgets, 
dealings with bankers, or obtaining 
new shareholders. The auditor can 
cover the various sources: trade 
credit, short-term bank loans secured 
by current assets, funds for expansion 
from the Industrial Development 
Bank, real estate mortgages, and 
lease back deals. This approach will 
develop in clients an appreciation of 
a good accounting system and respect 
for an auditor’s advice. 


Current Operations 

A discussion of current operations 
can start with a review of the re- 
ports regularly received by manage- 
ment such as: weekly, sales and cash 
balance; monthly, condensed operat- 
ing results; quarterly, complete finan- 
cial statements. From here the 
auditor can move in almost any di- 
rection, perhaps to an appraisal of 
the business itself, which in turn 
would lead to an appraisal of the ef- 
ficiency of the management. 

In appraising the business, stand- 
ard accounting techniques can be 
used, such as calculating pertinent 
ratios. A reasonably adequate list of 
ratios for a retailer is: number of 
days sales in accounts receivable, per- 
centage of sales that are for cash, in- 
ventory turnover per year, working 
capital ratio, sales volume compared 
to budget, gross margin percentages, 
direct expenses and wages as percent- 
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ages of sales for each department, 
general and administrative expenses 
as percentage of total sales, net profit 
as percentage of sales, net profit as 
percentage of equity, total equity 
as a percentage of total assets, and 
fixed assets as a percentage of sales. 

By considering such pertinent 
ratios, the management can quickly 
make a very good appraisal of its re- 
sults. These results should be com- 
pared with the previous year’s, with 
the budget and wherever possible 
with other concerns in the same line 
of business. As the preceding com- 
ments are somewhat general, two 
points may be developed more fully 
to illustrate the extent to which 
auditors get involved and the type 
of recommendations they may make. 


Executive Compensation and 
Profit Sharing 

Schemes for executive bonuses and 
profit sharing have been common for 
years in many of our large business 
enterprises. 

In some cases, profit sharing is 
linked, so far as company contribu- 
tions are concerned, with company 
pension plans. This type of arrange- 
ment is generally more effective for 
plans in which a large number of 
employees participate in the profits. 
Because pension plan contributions 
are limited to $1,500 per annum for 
any one employee, there is little rea- 
son to consider this factor when dis- 
cussing bonuses to executives. 

Some formulas for calculating ex- 
ecutive bonuses take into account 
capital employed, investment in fixed 
assets and net return on sales. The 
simplest formula is generally the best 
as there is less possibility of mis- 
understanding. An executive bonus 
might be calculated as a high per- 


centage of profits in excess of a 
minimum profit requirement estab- 
lished by reference to capital em- 
ployed. 


Executive Development 

In many cases the larger corpora- 
tions have recognized the necessity 
of having a capable group of “second 
men” who are being trained to take 
over the responsibilities of their 
superiors. 

This type of planning is not so com- 
mon in simaller businesses, particu- 
larly where control is in the hands of 
one individual. In some cases, sons 
or sons-in-law are employed in the 
business with a vague notion on the 
part of the present management that 
they will some day fall heir to the 
responsibility of operating the busi- 
ness. Unfortunately, too often there is 
no well-defined training plan. Fre- 
quently, the persons selected for 
eventual management are chosen en- 
tirely on the basis of identity with- 
out regard for potential ability. This 
increases the need for a proper pro- 
gram of training to assist the upcom- 
ing generation. The auditor should 
help his clients devise a plan. 

The beauty of this approach to ex- 
panded services is the natural way 
they develop from a regular audit. 
There is no cause for the client to 
feel the auditor is interfering or tres- 
passing. Another advantage to this 
approach is the chain reaction which 
develops. Because there is always 
room for improvement, there is liter- 
ally a never ending source of work 
in each client’s affairs. The limiting 
factors are the client’s ability to pay, 
the capacity of client’s personnel to 
learn new methods and the auditor’s 
competence as a salesman and ad- 
viser. 
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Tax Review 


FEDERAL SALES TAX 


The Canadian Tax Foundation held 
its annual conference in Winnipeg 
this year. It was the twelfth of such 
conferences, and representatives of in- 
dustry and the legal and accounting 
professions were privileged to hear 
papers on a wide variety of taxation 
subjects. Due to the large attend- 
ance and the broad cross-section of 
the taxpaying public which the mem- 
bers represent, several sessions on 
different topics were carried on 
simultaneously, which gave the mem- 
bers a broad choice of subjects. Quite 
obviously, the three-day program, 
which lasted from November 13 to 
15, was carefully planned, and the 
success of the conference must have 
been gratifying to the many persons 
who devoted time to _ preparing 
papers and organizing the conference. 


These annual conferences have de- 
veloped into a unique tax forum in 
that one finds lawyers, accountants, 
businessmen, and government officials 
exchanging ideas and _ discussing 
problems of widespread interest in an 
atmosphere of frankness. To have an 
opportunity to question senior repre- 
sentatives of the administrative 
branch of government and to re- 
ceive forthright answers cannot help 
but have a salutary effect. It tends 
to reveal both sides of a tax prob- 
lem and permits suggested solutions 
to problems to be more carefully 
weighed than they would be if only 
the representations of the taxpayer 
were heard. 
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The program of the 1958 confer- 
ence dealt with amalgamations, the 
legal and accounting principles gov- 
erning deductible expenses, the ques- 
tion of whether sufficient judgment is 
exercised at the local level in income 
tax administration, real property 
taxes, the new Estate Tax Act, cheat- 
ing in taxation, enforcement, Can- 
ada’s international tax treaties, federal 
sales tax, and other subjects. Many 
of these subjects have been discussed 
at previous conferences and probably 
will be again as long as imperfections 
persist in our tax laws and human 
nature. 


Of the various problems which fall 
into the category of unfinished busi- 
ness from previous conferences, per- 
haps the most difficult to tackle 
is the federal sales tax. Over the 
past several years businessmen have 
become increasingly aware of the im- 
portance of this tax, and professional 
accounting firms have realized that 
they can no longer safely assume that 
their clients are thoroughly familiar 
with the application of the sales tax 
to their businesses. For that reason, 
it is felt that a review of the federal 
sales tax system would be timely. 
This will take up the better part of 
two issues: the second will conclude 
with a commentary on the matters 
discussed at the conference. 


Application of the Federal Sales Tax 


Section 30 of the Excise Tax Act 
imposes a consumption or sales tax 
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of 8% and section 10 of the Old 

Age Security Act imposes an addi- 

tional 2% tax which, broadly speaking, 

are collected as a single tax of 10% 

on— 

1. the sale price of goods produced 
or manufactured in Canada, 

2. the duty-paid value of imported 
goods, and 

3. the cost or duty-paid value of 
goods sold by licensed whole- 
salers. 

However, the tax is not intended to 

apply to the staple necessities of life, 

and in theory, at least, the tax is 

meant to apply only once. 


Certain goods such as foodstuffs 
are unconditionally exempt from tax 
whereas other goods are exempt from 
tax only if certain conditions are met. 
For instance, goods of all kinds for 
the exclusive use of public hospitals 
are exempt from tax provided they 
are delivered directly by the supplier 
to the hospital. Many building ma- 
terials are also exempt from tax al- 
though others, for reasons that are 
not always clear to people in the 
building trades, are taxable and have 
been a bone of contention which is 
gradually being gnawed away. 


In addition to the goods which it 
is socially desirable to exempt from 
tax, the system of exemptions is also 
designed to make the sales tax a 
tax of single incidence. To achieve 
this, a manufacturer is permitted to 
purchase his raw materials free of tax. 
The tax does not apply to equip- 
ment and machinery used directly in 
the manufacture or production of 
goods, although equipment and ma- 
chinery used to supply services, i.e. 
by laundries, hotels, etc., is not. Pro- 
cessing materials are also exempt, as 
are the usual coverings or wrappings 
for tax-exempt goods and the materi- 


als used exclusively in their manu- 
facture. 

The requirement that to be exempt 
from tax, equipment and machinery 
must be used “directly” in the process 
of manufacture or production has 
given rise to not a few arguments as 
to what the word “directly” should 
mean in particular circumstances. 
Suffice it to say that manufacturers 
and assessors are frequently at logger- 
heads on the issue. One side accuses 
the other of being rigid to the point 
of mental paralysis and the other pro- 
tests, just as firmly but politely, that 
the taxpayer is ignoring the adminis- 
trative difficulties involved. However, 
over the years, the pressure of public 
opinion (or at least a segment there- 
of) has gradually eroded the govern- 
ment’s resistance as witnessed by the 
slowly lengthening list of items which 
fall into the classification of exempt 
equipment and machinery. 


Goods Manufactured or Produced in 
Canada 

Under the present sales tax sys- 
tem, the manufacturer or producer is 
responsible for the collection of the 
tax on all goods manufactured or pro- 
duced in Canada. To accomplish this 
and to ensure that the sales tax is a 
tax of single incidence, it is necessary 
that all manufacturers be licensed so 
that they can purchase their raw ma- 
terials, processing materials and pro- 
duction machinery free of tax. 

For the purpose of establishing 
whether a person is a manufacturer, 
the term “manufacturing”, in addi- 
tion to its generally accepted mean- 
ing, includes assembling parts into a 
complete article, the production of a 
product by mixing, blending or grind- 
ing, and farming, mining, fishing and 
lumbering. It is also provided, and 
occasionally overlooked, that a person 
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TAX REVIEW 


who owns, holds, claims or uses any 
patent, proprietary sales or other 
right to goods being manufactured, 
regardless of by whom the actual 
manufacturing is done, is considered 
a manufacturer. An assignee, trustee 
in bankruptcy, liquidator, executor or 
curator of any manufacturer or pro- 
ducer also falls within the scope of 
the term “manufacturer or producer”, 
as do federal and provincial govern- 
ment departments if they engage in 
the activities referred to previously. 


Although in most situations it is 
relatively easy to decide whether any 
of the activities of a firm constitute 
manufacturing, a business firm may 
become a manufacturer inadvertently. 
For example, if a drygoods whole- 
saler has drapes made up by a seam- 
stress from his ordinary yard goods 
for sale to a retailer, he automatically 
becomes a manufacturer. On the 
other hand, subject to only a few 
exceptions, the mere bottling and 
labelling of a product or the repack- 
ing of bulk goods into smaller pack- 
ages is not regarded as a process of 
manufacture. 


Licensing 

In general, all firms considered to 
be manufacturers must obtain li- 
cences. However, as a matter of ad- 
ministrative convenience, certain 
manufacturers are not licensed as is 
the case with firms producing only 
goods which are unconditionally 
exempt from tax. As for the numer- 
ous so-called small manufacturers 
selling exclusively by retail, it is ap- 
parent that it would be next to im- 
possible to police them satisfactorily 
and it is as well that they not be 
licensed. 

Once the manufacturer has a li- 
he can purchase his raw 
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materials, production machinery, etc., 

free of tax and is required to file a 

sales tax return monthly and to re- 

mit the tax collected on his taxable 
sales. The taxable sales of a licensed 
manufacturer consist of: 

(a) Sales to unlicensed persons and to 
licensed persons who purchase goods 
for their own use which are not 
exempt from tax, e.g. a manufacturer 
is not entitled to purchase office 
furniture, delivery trucks, etc., free of 
tax. 

(b) Transfers to 
branches”. 

(c) Instalment or progress payments on 
property in respect of which title does 
not pass to the purchaser until a 
future date. 

(d) Goods supplied to customers on a 
rental or royalty basis. 

(e) Goods manufactured by him for his 
own use, other than goods which 
would be free of tax if purchased by 
him. 

Although the tax becomes payable 
at the time the goods are delivered 
to the purchaser or at the time when 
title to the goods passes, whichever 
is earlier, the tax is not required to 
be remitted until on or before the 
last day of the month following the 
month in which the taxable trans- 
action occurred. 


“unlicensed wholesale 


Sale Price 

In most cases, it is relatively easy 
to decide whether a firm is a manu- 
facturer and by reference to the Act 
and regulations to find out if its pur- 
chases or sales are taxable. It is fre- 
quently more difficult to determine 
the “sale price” on which a manu- 
facturer should be accounting for tax. 
For purposes of discussion, it is con- 
venient to consider first a manufac- 
turer who is either selling only to 
wholesalers at identical prices or ac- 
counting for sales tax on his actual 
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selling prices regardless of whether 
he is selling to wholesalers, retailers 
or users at different prices. 


According to the Act, a licensed 
manufacturer is liable for tax on the 
sale price of his taxable sales. For 
this purpose “sale price” is defined 
as being the aggregate of— 

(a) the amount charged as price before 
any amount payable in respect of any 
other tax under the Excise Tax Act is 
added thereto, 

(b) any amount that the purchaser 
is liable to pay to the vendor by 
reason of or in respect of the sale in 
addition to the amount charged as 
price (whether payable at the same 
time or some other time) including 
and without limiting the generality of 
the foregoing, any amount charged 
for, or to make provision for, advertis- 
ing, financing, servicing, warranty, 
commission or any other matter, and 

(c) the amount of excise duties payable 
under the Excise Tax Act whether the 
goods are sold in bond or not, 

and, in the case of imported goods, the 

sale price shall be deemec to be the duty- 
paid value thereof. 


It is important to observe, however, 
that where the manufacturer is ac- 
counting for sales tax on his actual 
selling price, either on a tax-extra or 
tax-included basis, a reduction in the 
sale price can be made for the follow- 
ing: 

1. Freight or cartage paid to independent 
carriers if it is shown as a_ separate 
item on either the original or office 
copy of the invoice which shows de- 
livered prices. 

2. Erection and installation charges if in- 
cluded in the sales price. 

3. Conditional discounts, such as cash and 
quantity discounts. 

Even though few taxpayers knowing- 

ly pay more tax than they are legally 

obliged to, the deductibility of freight 
may be overlooked although this is 


less likely to happen in the case of 
cash and quantity discounts. On the 
other hand, it sometimes happens that 
a manufacturer will seek to deduct 
advertising allowances granted to his 
customers on the grounds that they 
are similar to cash discounts. How- 
ever, such allowances are not allowed 
as a reduction in sales price. 


Another provision in the Act, which 
may be of interest in certain circum- 
stances, is that the Minister is em- 
powered to increase prices for sales 
tax purposes where he feels that they 
are less than fair. It is a safeguard 
against the possibility that inter- 
related companies might otherwise 
resort to inter-company sales to re- 
duce sales tax. 


Sales at Different Prices 

A manufacturers’ sales tax, if it is 
to be equitable, should apply to the 
price at which products are sold by 
manufacturers to wholesalers, com- 
monly referred to as the “wholesale 
price” in sales tax parlance. Where 
manufacturers sell directly to retail- 
ers and consumers, presumably they 
incur distribution costs which would 
not be incurred if they sold only to 
wholesalers, so that the prices 
charged to retailers and consumers 
are generally higher than _ those 
charged to wholesalers. If sales tax 
is applied to these various selling 
prices without adjustment for the un- 
equal distribution costs reflected in 
the selling prices, it results in ident- 
ical goods being taxed unequally, dis- 
criminates against integrated firms 
and tends to encourage manufac- 
turers to sell through middlemen. 

Although the Excise Tax Act pro- 
vides that the sales tax shall apply to 
the sale price in all cases, the De- 
partment of National Revenue has in- 
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troduced regulations to avoid the dis- 
crimination that would exist between 
manufacturers selling to wholesalers 
and those selling to retailers and con- 
sumers if they had to account for tax 
on their actual selling prices. 


Unlicensed Wholesale Branches 


The purpose of the regulations is 
to permit the tax to be applied on 
sales to retailers and consumers on a 
notional price at which the goods 
would be expected to sell if they 
were being sold to wholesalers. This 
so-called notional wholesale price 
may be established in one of three 
ways: 

1. By special regulation for certain indus- 
tries. Such regulations establish per- 
centages, roughly equivalent to whole- 
saler and retailer mark-ups, which can 
be used to reduce selling prices to the 
manufacturer’s level. 

2. By price charged to independent whole- 
salers. Where there are no_ special 
regulations for its products, a manufac- 
turer may use the prices at which it 
sells its products in representative 
wholesale quantities to bona fide inde- 
pendent wholesalers as the basis for the 
tax in the case of direct sales. 

3. By department ruling. If the manu- 
facturer is not covered by special reg- 
ulations and does not make representa- 
tive sales to wholesalers, it may request 
the Department of National Revenue to 
establish a percentage for discounting 
its direct sales to retailers and con- 
sumers. 

A manufacturer who accounts for 
tax on a basis other than actual sales 
price is considered to operate an 
“unlicensed wholesale branch”. Adop- 
tion of this technique in accounting 
for tax is voluntary and a licensed 
manufacturer may always account for 
sales tax on his actual selling price if 
he prefers to do so. 


When a firm uses the unlicensed 
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wholesale branch technique, it is re- 
quired to prepay the tax on all goods 
which are transferred to warehouses 
which are physically separate from 
the factory, instead of when the 
goods are actually sold to customers, 


which is a disadvantage. Another 
possible disadvantage which exists 
arises from the fact that “where a 
manufacturer had paid tax at the pre- 
vailing rate on transfer of his taxable 
goods, no allowance will be permitted 
in respect of changes in the tax nor 
for adjustments of price on the goods 
previously transferred”. Where the 
manufacturer does not actually trans- 
fer his goods to warehouses before 
selling them, no problems exist. In 
this situation, the tax only becomes 
payable when the goods are sold, and 
if any products are sold at less than 
their “wholesale price”, tax can be 
computed on the actual selling price. 

It is likely that in many instances 
manufacturers account for sales tax 
on their actual selling prices, even 
though they could obtain a more ad- 
vantageous base either because they 
are unfamiliar with the regulations or 
because of largely imaginary difficul- 
ties in applying them. 


Special Regulations 


The Department has issued special 
regulations in the form of circulars 
for some 30 industries. Although all 
the circulars authorize the use of cer- 
tain percentage discounts from prices 
charged to retailers and consumers, 
the circulars are not identical as to 
content. In most cases, when the dis- 
count method is authorized, the firm 
can adjust prices only by this method 
and cannot use as its base the prices 
at which it sells to independent 
wholesalers. However, there are ex- 
ceptions. Also, in most cases, the cir- 
culars state that only the discount 
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prescribed is to be used with no de- 
ductions for freight, quantity or cash 
discounts. Again, however, there are 
exceptions. Therefore, it behooves 
the person who is taking advantage 
of a special regulation to apply it 
with care. 


Price to Independent Wholesalers 


Where a manufacturer is not cover- 
ed by a special regulation (i.e. cir- 
cular) as observed, he may use as his 
tax base the price at which he “. . . 
regularly sells his taxable goods of 
like quality, quantity and value in 
representative wholesale quantities in 
the ordinary course of business to 
bona fide independent wholesalers in 
the zone or territory in which the 
sale is made, except in those cases 
where the Minister has established 
specific instructions to the contrary”. 
Generally speaking, 20% of a manu- 
facturer’s total sales, if sold to 
wholesalers, is considered representa- 
tive. Where several prices are 
charged to wholesalers, usually a firm 
is allowed to use its lowest wholesale 
price (if sales are made in representa- 
tive quantities at this price) as the 
basic price for all its sales to all its 
customers whether wholesalers, retail- 
ers or consumers. 


Department Ruling 

If sales are not made to wholesalers 
in representative amounts and the 
“industry” is not covered by a special 
regulation, a manufacturer may re- 
quest the Department of National 
Revenue to establish a wholesale 


price. In these cases, the Department 
attempts to ascertain the figure at 


which the goods could be expected to 
sell if they were sold to wholesalers. 
Rulings of this type are not published 
and one firm may gain a tax advan- 
tage over another without the other’s 
knowledge. 


Tax-Extra v. Tax-Included Prices 


A licensed manufacturer’s prices 
may be quoted either tax-included or 
tax-extra except that invoices to an 
unlicensed wholesaler or jobber are 
technically required to show the 
amount of the sales tax separately. 
Where a manufacturer sells tax- 
included, any reduction in the sales 
tax accrues to his benefit. On the 
other hand, when the tax is shown as 
a separate charge, as in the case of 
invoices showing tax-extra prices, any 
reduction in the tax is automatically 
passed on to the purchaser. It is to 
be observed that where an invoice 
represents any amount as being a 
charge for sales tax, the full amount 
must be remitted to the Receiver 
General even though it may exceed 
the tax which the manufacturer is 
otherwise required to pay. 

There are several other factors 
which may enter into the decision of 
whether a firm should charge tax- 
included or tax-extra. For instance, 
the practice in the trade may be im- 
portant. Less obvious is that, de- 
pending on the wording of a partic- 
ular circular for an industry as to how 
the discount granted is to be applied, 
it may be advantageous to quote one 
way or the other. Of course, some 
firms do not quote sales tax-extra 
even when it is advantageous to do 
so because it discloses their mark-up. 
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BY PETER C. BRIANT, M.B.A., C.A. 





MAGAZINE ARTICLES 


ACCOUNTING 

“Tue DistriBuTioN Cost ProBLEM” by 
Hadley P. Schaefer. The Accounting 
Review, October 1958, pp. 625-631. 


The growing inroads made by sell- 
ing costs into profit margins have 
led business managers to call on ac- 
countants for more refined analyses 
of these costs. The techniques of 
production accounting, which deals 
with quantitative, mechanical func- 
tions capable of physical measure- 
ment, have proved inadequate for the 
task. Special techniques have had to 
be devised to handle the qualitative, 
immeasurable functions found in dis- 
tribution cost analyses. 

Analysis by natural expense, the 
first link in the chain of development, 
neglected the factors of cost control 
and cost responsibility. Subdividing 
natural expenses into functional costs 
solved this problem, but gave rise to 
problems of joint cost allocation and 
service unit determination; and man- 
agement still lacked reports which 
permitted the appraisal of alternative 
distribution policies. To answer this 
need, functional analysis was applied 
to particular distribution objectives, 
such as examining costs of products 
with the aim of determining which 
products to push and which to drop. 
Difficulties in this approach include 
the selection of new service units, ap- 
plication of indirect costs, and de- 
velopment of significant reports. 





A thorough study of the whole field 
of marketing would enhance substan- 
tially the analytic tools of the distri- 
bution cost accountant. Production 
accountants realized the worth of in- 
dustrial engineering techniques, and 
so the distribution accountant must 
acquaint himself with marketing tech- 
niques. Some day management 
should view distribution inefficiency 
as inexcusable. 


AUDITING 


“STATEMENT ON AUDITING PROCEDURE 
No. 29: Scope OF THE INDEPENDENT 
Auprror’s REview oF INTERNAL CON- 
TROL” by the Committee on Auditing 
Procedure of the American Institute 
of Certified Public Accountants. 


In this release, the American In- 
stitute’s committee on auditing pro- 
cedure characterizes internal controls 
as accounting or administrative, as 
follows: 

a) Accounting controls comprise the 
plan of organization and all methods and 
procedures that are concerned mainly 
with, and relate directly to, the safe- 
guarding of assets and the reliability of 
the financial records. They generally 
include such controls as the systems of 
authorization and approval, separation 
of duties concerned with record-keeping 
and accounting reports from those con- 
cerned with operations or asset custody, 
physical controls over assets, and intern- 
al auditing. 

b) Administrative controls comprise 
the plan of organization and all meth- 
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ods and procedures that are concerned 
mainly with operational efficiency and 
adherence to managerial policies and 
usually relate only indirectly to the fi- 
nancial records. They generally include 
such controls as statistical analyses, time 
and motion studies, performance re- 
ports, employee training programs, and 

quality controls .. . 

Accounting controls, as described 
above, generally bear directly and 
importantly on the reliability of finan- 
cial records and would, in the com- 
mittee’s view, require evaluation. But 
it is suggested that administrative 
controls would require evaluation 
only in the particular case where they 
have an important bearing on the re- 
liability of the financial records. 


ECONOMICS 

“An Economists View OF ‘FaIR 
Trape” by Clare E. Griffin, Michi- 
gan Business Review, November 
1958, pp. 21-26. 

Resale price maintenance, euphem- 
istically called “fair trade”, means 
that the seller of a branded product 
(usually the manufacturer) specifies 
the price at which the product can be 
sold by retailers. Such an arrange- 
ment between the seller and the new 
owner of goods bears all the hall- 
marks of an agreement in restraint of 
trade. Specific legislation was need- 
ed, in fact, in the United States, to 
exempt such agreements from the 
provisions of section 1 of the Sherman 
Act. 

Violently opposed to any restric- 
tions on competition “the chief regu- 
lator and the very heart of [the free 
enterprise] system”, Clare E. Griffin 
indicts the principle of resale price 
maintenance, and legislation to fur- 
ther it, as a subterfuge. Retailers, he 
says, ask for an indirect limitation on 
price competition through manufac- 


turer-imposed resale prices, because 
they know the public would never 
grant them permission to make price- 
fixing agreements among themselves, 
Furthermore, although such legisla- 
tion usually appears as_ granting 
power to a manufacturer to control 
the prices of his products, few manu- 
facturers favour such a law, but give 
lip service to it under pressure from 
retailers. Thirdly, “fair trade” is not, 
in his opinion, concerned with pro- 
tecting the small against the big con- 
cers, as it is usually made to appear 
to be, but with protecting the estab- 
lished concern against the newcom- 
er. In this last respect, according to 
the author, resale price maintenance 
manifests “one of the greatest dangers 
that confronts democracy”, the ever- 
present desire of the “Ins” to protect 
their position against the “Outs”. 


FINANCE 


“SOME Basic QUESTIONS IN PENSION 
Pianninc” by Donald A. Carbin. 
The Controller, November 1958, p. 
530, et seq. 

Companies which have not yet 
adopted pension plans may be cur- 
rently understating labour costs and 
hence overstating net income. This 
will be true if the company subse- 
quently adopts a pension plan and is 
forced to make up the past-service 
costs of older employees. In addi- 
tion, a considerable number of cur- 
rent tax benefits for both the com- 
pany and its employees are being 
foregone. 

The choice between a pension plan 
or a profit-sharing plan is difficult to 
make, but in general the former em- 
phasizes employee security and good- 
will, whereas the latter emphasizes 
employee incentives. 


The problems of vesting and infla- 





= SOU 


gee 


a tale” de) pee ee ae! | (ie eee ek a ie 











CURRENT READING 


tion are exceptionally important when 
considering deferred compensation 
plans. In addition to the benefits of 
job mobility for employees, vesting 
also offers several possible benefits to 
both employers and the whole econo- 
my through better employee relations, 
prevention of locked-in unsatisfactory 
employees, and easier movement of 
elders in the work force. All employ- 
ers should be concerned with meet- 
ing their responsibility to provide 
pensions which take into account the 
purchasing power of retirement pay- 
ments. One solution lies in investing 
part of the pension funds in equity 
securities, 


“COMMON STOCKS AND PENSION FUND 
Investinc” by Paul L. Howell. Har- 
vard Business Review, Nov.-Dec. 
1958, pp. 92-106. 

After reviewing the principles and 
accomplishments of pension fund 
management over the past 15 years, 
the author questions the validity of 
certain customarily accepted institu- 
tional thinking and the resultant 
“orthodox” practices. In the light of 
current, significant factors, he submits 
five criteria to govern the formula- 
tion and execution of pension fund 
investment policy: 

1. In the management of pension funds, 
their productivity (dividend yield and 
capital appreciation) should be the 
primary objective, completely oversha- 
dowing all others. 

As a corollary of 1., inflation should 
not play a part in determining pen- 
sion fund investment policy. Invest- 
ment managers should get as large a 
return as is feasible, regardless of stable 
or rising prices. The only situation 


bo 


in which inflation becomes a factor is 
the selection of industries and compan- 
ies which will be benefited or impeded 
by changing price levels. 

3. A need for fund liquidity is almost 
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completely absent: There is an extreme- 
ly long period of accumulation and dis- 
tribution of funds. Although employ- 
ees come and go, there is no prospect 
that accumulating pension funds will 
ever be liquidated. 

4, Pension funds should be invested as re- 
ceived, i.e. full investment all the time. 
This amounts to “dollar-cost averaging”. 

5. Because of full investment, growth, the 
absence of catastrophic hazards, and 
dollar-cost averaging (instead of form- 
ula programming), there is little need 
to take a defensive position with the 
resultant lowering of overall portfolio 
yield. 

The above criteria are to be com- 
pared with the usual specifications of 
investment-portfolio managers. Safe- 
ty of principal and liquidity are major 
items of interest. Others include cer- 
tainty and adequacy of return, capital 
appreciation, marketability, collateral 
value and maturity, and tax aspects of 
the portfolio. 


“THe ROLE OF THE ACCOUNTANT IN 
EQUIPMENT REPLACEMENT DECISIONS” 
by Raymond R. Mayer. The Ac- 
counting Review, October 1958, pp. 
637-644. 

Equipment replacement decisions 
are based on estimates of the future. 
The inherent nature of accounting 
data is such that they are based on 
the past. This does not mean that 
these data are of no value in the im- 
plementation of a firm’s equipment 
policy. Instead, it means that these 
data must be analyzed, interpreted, 
and often modified. 

For example, the analyst, having 
received from the accounting depart- 
ment data based on past service lives 
and salvage values, must still de- 
cide whether these averages should 
be applied in a particular case. 
Past operating rates may not be rep- 
resentative of what will take place in 
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the future, and the analyst may want 
to make some adjustments. On the 
other hand, management, prior to 
making a decision based on the ana- 
lyst’s approach to the problem, will 
find it necessary to consider such ir- 
reducibles as the nature of future 
products, future availability of capital 
relative to the company’s need for 
capital, price trends insofar as they 
may affect the salvage value of the 
old equipment, and magnitude of 
manufacturing costs. 

The value of accounting data in 
equipment replacement decisions lies 
in the fact that the past is the best 
guide to the future yet developed. 


SYSTEMS 

“OPERATIONS RESEARCH AS A BUSINESS 

Too.” by H. S. Gellman. Systems and 

Procedures, November 1958, pp. 6-11. 

Operations research is the applica- 
tion of scientific methods, techniques, 
and tools to problems involving op- 
erations of a system, to give those in 
control of the system a quantitative 
basis for decisions that will increase 
effectiveness in achieving objectives. 

It is mainly used in business to help 

define and evaluate objectively and 

factually the alternatives among 
which an executive can choose. 

There are six major phases to an 
operations research project: 

1. Formulate the problem and iden- 
tify the system involved. 

2. Construct a mathematical model 
to represent the system symbolic- 
ally (if necessary ). 

3. Derive a solution or solutions from 
the model. 

4, Test the model and the solutions 
derived. 

5. Establish controls over the solu- 
tions, trying them out experimen- 
tally. 


6. Put the best solution to work. 

The above steps clearly reveal that 
it is the construction of a mathema- 
tical model instead of a model of 
flow charts that distinguishes opera- 
tions research from systems analysis. 
Nevertheless, says Dr. Gellman, both 
staff functions overlap in many areas, 
and the systems man should play a 
major role in the development of op- 
erations research in business. 


BOOK REVIEWS 
“Integrated Auditing” by Sidney W. 
Peloubet, C.P.A. and Herbert Heaton, 
C.P.A.; The Ronald Press Co., New 
York; 272 pages; $7.00 


“Integrated Auditing” is a most 
worthwhile and useful addition to the 
literature on auditing. The book pro- 
vides an overall viewpoint of the pur- 
pose and nature of an audit and for 
this reason would be a useful text 
for the audit trainee starting out his 
professional career in a practising 
public accountant’s office. 


The experienced auditor may not 
agree with some of the audit methods 
outlined in the latter part of the book 
but must recognize that the authors 
have developed a useful check list, 
presenting in an orderly and formal 
manner ideas and mental processes 
followed by successful auditors over 
the years. 


Typical examples of the book’s ap- 
proach are contained in the following 
extracts: 


“An auditor must have a seeing 
mind, Carrying out audit procedures 
does not constitute an audit, and 
neither does preparing a complete set 
of working papers. Procedures and 
working papers bring the facts be- 


fore the auditor’s eyes, but an audit - 
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is made in the auditor’s head. Ana- 
lyzing, reconciling, and all other au- 
diting procedures are meaningless 
mechanics unless the auditor’s mind 
finds meaning and significance in the 
information they disclose. In short, 
an audit calls for thinking.” 

“There is no more important audit 
function than problem recognition, 
and it is probably true that there is no 
other function in which more auditors 
are deficient or which is more diffi- 
cult to supervise.” 

“Part of the fascination of auditing 
is its focus, through the lenses of 
overall proofs, on the very heart of a 
business. An audit without this focus 
is a petty thing.” 

On balance, this book is heartily 
recommended as prescribed reading 
for junior audit clerks, provided it is 
understood that the audit methods 
laid down by the authors are matters 
of opinion and may well differ from 
those followed by his own firm. Its 
use to the experienced professional 
auditor lies in the recapitulation and 
review of the proper approach to an 
audit. 

St. Eimo V. Smrru, C.A. 
Toronto, Ontario. 


“An Introduction to Automatic Com- 
puters” by Ned Chapin; D. Van Nos- 
trand Co. (Can.) Ltd., Toronto; 525 
pages; $7.50 

This book makes a worthwhile at- 
tempt to gather in one volume much 
of the data relevant to electronic com- 
puters. Following a recent trend, the 
author deals with such subjects as 
the concept of computers, their back- 
ground and development, installation 
costs and problems, operating costs, 
characteristics and other matters. In 
short, much knowledge of a worth- 
while nature is gathered. 
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Of particular interest, the author, 
a systems analyst with Stanford Re- 
search Institute, attempts to assess the 
auditor’s responsibility where elec- 
tronic computers are used for work 


processing. While there might be 
differing opinions as to whether audi- 
tors should investigate the means of 
preparing “computer input” and ex- 
press an opinion as to “whether a pro- 
gram establishes a logical and accept- 
able relationship between the input 
and output of a computer”, at least 
an auditor is given to realize that 
fresh techniques will be demanded of 
him and that present audit routines 
will not suffice where a computer in- 
stallation replaces conventional equip- 
ment. 


The four pages devoted to an au- 
ditor’s responsibilities are stimulating 
and should provoke thinking as to 
new audit concepts. 


“Suggested readings” at the con- 
clusion of each chapter and appen- 
dices dealing with commercially 
available computers and punched 
card equipment increase the useful- 
ness of this volume to the lay reader. 


Unfortunately, due to rapid de- 
velopments, certain sections are al- 
ready outdated. This is inevitable, 
and for the next few years books on 
automatic computers will have a short 
life due to the introduction of new 
techniques and equipment. How- 
ever, chapters on basic principles, 
background, and the summary of 
problems experienced by the pioneers 
in this field will have a continuing 
value. 


The forward-thinking accountant 
will be interested in Mr. Chapin’s 
approach to his subject. 


G. H. Cowrertuwalre, C.A. 
Toronto, Ontario. 





BY J. E. SMYTH, F.C.A. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views and opinions of the various contributors. They 
are designed not as models for submission to the examiner but rather as such 
discussion and explanation of the problems as will make their study of benefit 
to the student. Discussion of solutions presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October, 1957 
Auditing I, Question 3 (10 marks) 


V Co. Ltd. has recently opened an imprest Payroll Bank Account of 
$2,000. This account is maintained by weekly transfers from the General 
Bank Account equal to the week’s net payroll. 

At the end of the first month of operating the Payroll Bank Account, the 
accountant of V Co. Ltd. reports that he is unable to reconcile the balance 
as shown in the general ledger with that shown on the bank statement. He 
asks CA for assistance and explains that, according to his calculations, there is 
a difference of $1,053 for which he cannot account. 


Required: 

List, in logical sequence, the procedures which CA should recommend 
that the accountant undertake in order to locate errors or omissions in his re- 
conciliation. 


A SOLUTION 


Procedures to locate error in payroll bank reconciliation 

1, Check that there has been no transposition of figures in carrying them 
to the reconciliation sheet. 

2. Check the arithmetic of the reconciliation statement. 

3. Compare the amounts of paid cheques with the bank statement and with 
the current month’s payroll. 

4. Deduct from the balance shown on the bank statement the amounts on 
the current month’s payrolls for which cheques have not been cashed by 
the bank. 

5. Add back to the balance shown on the bank statement the amounts of 
payroll cheques paid by the bank which have been issued in advance 
and appear on the payrolls of the following month. 
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A. | 6. Note the debits on the bank statement which do not represent payment 
: of payroll cheques. Investigate these to determine their nature and 

r, ; correct any errors. 

7. Agree the amounts of the net weekly payrolls for the current month 
with the deposits shown on the bank statement. 
8. Add to the balance per bank statement the net amount of any current 

S | month’s payroll for which the transfer has not been deposited in the pay- 
roll bank account by the end of the month. 

9. Deduct from the balance per the bank statement the amount of any 
deposit in the payroll bank account not represented by a transfer from 
the general bank account. Investigate the nature of such items. 

10. If, after making the above additions to and deductions from the balance 
per the bank statement, the balance is still not reconciled, (i) add the 
net pay column of each payroll and agree the total with the total net pay; 
and (ii) add the debits and credits on the bank statement and verify the 
closing balance on the bank statement. 


—_— — oo 
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PROBLEM 2 
Final Examination, October 1957 
Accounting III, Question 3 (16 marks) 


Information with respect to the different types of surplus set out in the 
financial statements of a limited company must comply with statutory re- 
quirements and should also satisfy good accounting principles. 


Required: 

(3 marks) (a) What information must be set out in the financial statements 
presented to the shareholders of a public limited company 
with respect to different types of surplus, in order to comply 
with the requirements of the Companies Act (Canada)? 

(3 marks) (b) What do the different types of surplus referred to in (a) 
represent? 

(10 marks) (c) What information on surplus accounts should be disclosed in 
order to satisfy the requirements of good accounting prin- 
ciples? Why is such information required? 


A SOLUTION 


(a) Statutory requirements for presentation of surplus in financial statements 

To comply with the Companies Act (Canada), the financial statements 
presented to shareholders must include a statement of surplus which dis- 
tinguishes three categories of surplus: capital surplus, distributable surplus, 
and earned surplus. For each of these categories of surplus, the statement 
must present the balance at the beginning of the financial period, the amount 
and nature of changes in the balance during the period, and the closing 
balance. The changes which must be disclosed are, where appropriate, ad- 
justments affecting previous financial periods, net profit or loss, dividends paid 
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or declared on each class of share, and appropriations of, or other changes 
in, the surplus balance. 


(b) The meaning of the types of surplus referred to in the Companies Act 

(Canada) 

Capital surplus is created under the Act when redeemable preferred 
shares are redeemed and the corresponding reduction in the preferred share 
capital is not confirmed by supplementary letters patent. An amount 
equivalent to the capital stock redeemed must be transferred from the 
eared surplus account to an account called capital surplus. The latter 
balance cannot be reduced except through grant of supplementary letters 
patent confirming the reduction of the paid-up preferred capital stock. 

Distributable surplus is created under the Act when the directors provide 
in a contract of subscription for shares without par value that a portion of 
the consideration received is to be considered as capital, and that the balance 
of the consideration is to be set aside as distributable surplus. The portion 
of the proceeds set aside as distributable surplus must not exceed 25% of the 
total consideration. 

Eamed surplus is created by profitable business operations and repre- 
sents the accumulation of profits less dividends. 


(c) Information on surplus accounts required by good accounting principles 

The source of each surplus item appearing in the financial statements 
should be clearly disclosed, and a basic distinction drawn between surplus 
resulting from earnings and surplus resulting from contributions. 

Under the heading “Contributed surplus” in the shareholders’ equity sec- 
tion of the balance sheet there should be presented all contributions by 
shareholders in excess of amounts allocated to capital, with a full description 
of the source of each such item. The portion of the proceeds of issue of 
shares without par value not allocated to share capital (“distributable surplus” 
according to the Companies Act (Canada) ) should, for example, be presented 
under this heading. 

Under the heading “Eamed surplus” in the shareholders’ equity section 
there should be included: the unappropriated balance of earned income 
(representing the net accumulation of operating profits less dividends, gains 
or losses on disposal of fixed assets, and settlement of funded debt); re- 
serves, representing past appropriations of earnings for specific purposes; 
the “capital surplus” which must be created under the Companies Act 
(Canada) when preferred shares are redeemed without supplementary 
letters patent; and any tax-paid undistributed surplus. 

Good accounting principles require that use of the term “surplus” be 
restricted to amounts which have been realized. It should not be used to 
describe unrealized increases in assets. If, for legal or financial reasons, 
there are special conditions restricting or affecting the distribution of surplus, 
the nature of these restrictions should be disclosed. 

The classification of the surplus items into the two basic categories 
with appropriate subdivisions is superior to the presentation of surplus by 
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the use only of such general terms as earned surplus, capital surplus 

and distributable surplus, for the following reasons: 

(1) It encourages uniformity of practice; 

i (2) It avoids inconsistencies and ambiguities; 

(3) It reveals the source of each of the elements of surplus; and 

(4) It gives an indication of the intention of the directors (in the 
description of reserves ) 


Examiner's Comments 
A greater familiarity with the contents of C.I.C.A. Bulletin No. 11 would have 
improved many of the answers submitted for part (c). 


PROBLEM 3 


Final Examination, October 1957 
Accounting III, Question 5 (30 marks) 


A Co. Ltd. produces and sells one product, X. Management wishes to 
expand the company’s operations and is considering the following alternative 
expansion proposals: 


Proposal No. 1 
| A Co. Ltd. is to acquire 95% of the common shares of B Co. Ltd., a 
i company in the same line of endeavour, in exchange for 150 shares of 
' A Co. Ltd. The shares so issued are to be valued at the current market 
i price of $200 per share. 


Proposal No. 2 
‘ A Co. Ltd. is to purchase the assets, other than cash, of C, a partner- 

ship, for $18,500 cash. The liabilities of C will be discharged by C. 
C produces and sells products X and R and it is proposed that the 
production of R will be eliminated and that a new machine worth 
$1,500 will be purchased immediately in order to expand the produc- 
tion of X. Shares of A Co. Ltd. are to be issued at the market price 
of $200 per share to obtain the funds needed to purchase the assets 
of C and the additional machinery. The inventory of R and the 
machinery used to produce it, which are included in the assets pur- 
chased from C, are to be sold immediately by A Co. Ltd. 
The following information relating to the assets of C as at December 

31, 1956 is available: 


(i) Accounts receivable of C to the extent of $1,000 are doubtful. 
(ii) Inventories are made up of: 
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(iii) Fixed assets are valued at: 


Sere Se 2S. lle ibe Bi .... $2,000 
LS ERS Seay net a tL ee ERS .. 92,500 
Machinery used to produce X ............ ; .. 8,000 
Machinery used to produce R — estimated sale value . 1,000 

$8,500 





The following financial statements of A Co. Ltd., B Co. Ltd. and C 
indicate their respective financial positions as at December 31, 1956, and the 
results of their operations for the year ended on that date: 


(The balance sheets and statements of profit and loss of A Co. Ltd., 
B. Co. Ltd., and C appear on pages 73 and 74) 


Management estimates that if the first proposal is adopted, the results of 
future operations of B Co. Ltd. will be comparable to 1956 with the following 
exceptions: 


(i) Directors’ fees can be eliminated. 
(ii) Advertising expense can be reduced by $1,000 and general and 
administrative salaries can be reduced to $10,000 per year as a re- 


sult of the economies of operating B Co. Ltd. as a subsidiary of A 
Co. Ltd. 


Management estimates that, if the second proposal is adopted: 

(i) The acquisition and alteration of C will result in yearly sales of X, 
in addition to those presently sold by A, of $100,000 and related 
cost of goods sold of X of $75,000. 

(ii) The expenses involved in administering and marketing the produc- 
tion of C in future will be comparable to those of 1956 with the 
following exceptions: 

(1) Advertising expenses will be increased to $3,000 per year. 

(2) General and administrative salaries of $7,000 per year will be 
required. 

(3) Partners T and V will no longer draw salaries from the business. 


Required: 

(20 marks) (a) Statements and/or schedules which will illustrate the ad- 
vantages and disadvantages of each proposal. 

(10 marks) (b) Which proposal should A Co. Ltd. adopt? Why? 





STUDENTS DEPARTMENT 


‘steak g ysed ayy 10 yOO\s aouereyord uo pred useq sary 
SPUSPIAIpP ON :49aYS BOUDIDG ‘pT ‘OD g 0} 230N 


L siouyieg 
({Pyep) snjdins poureq 
onyea ied ou jo selvys OOF — YOO}s UOUIUIOD 
ereys Jed QOT$ jo onyea 
qed w jo soleys QCGZ — YoO}s uoUIUIOD 
SANEMUMS YF — Yoo}s oousIOzoIg 
fiyinby Ssaujsvg 40 ssapjoyasvys 
Sasetqnyy] U4a4-3u0T 
Senge penooy 
eiqeAed syunoooy 
YeIpieao yueg 
SOsTGUYT suasenD 


ALINOA SHAG TOHSUVHS ANV SALLITIAVIT 





000°E% 
000° $ 
000°E 
000°E€ 
000°0T$ 


uonepeidep poyetnuMooy :ssa'T 
qyuewidinbs pue Arouryoryy 
‘cscs s sss gonepeidep pejyenumooy :ssa'T 


puey 

ey Peng 
sesuedxe predoig 
SoL10JUSAUT 
@qeAToOeI syuUNODDY 
ysea 

sjassy jUuasnyD 





‘PIT 90 9 


SLASSV 
9S6I ‘IE 4aquiacaq yw sD 
SLAAHS JONVIVG 






















































































D> 
wn - 
= — (000'T) $ 000'T ¢ EE © lege Lye Ae pexejsuey (ssoj) word WN 
> 
3 000% ¢ 000'6S ¢$ 009'Lr $ 
i eee —— 
2 ee (000‘T ) ee ee | AIOJUSAUT JO ONTVA JYILUL UT osvoIOU]T 
-_ — (000°Z ) a = =— a lm eee ee aie eee syosse pexy jo ores uo Wo1g 
Ee 000° - Big = oh RRS NR Rea SJUSUNSEAUT JO [es UO sso] 
z = = ee AEN Se Sek aat ote oe ae 
g 000°SS $ 000‘c9 $ 000°LF $ 
8 000‘6 000‘T 000‘1Z 000‘9 000‘LT 000‘S od © @ 6b:0)6 6.6 .6)9 66 3.92 61050 6 64688 2 ee Arpung 
< —_— OOF‘T —_ 2.@ 29:6 ©2900 2 09:4 #106 'S © ¢,¢/¢ spuoq uo 3so190}UT 
Q —_— 009°% 000% 1.8)8.0.0 2 9. 90 A 21 2 Pee O08 84a) eee Sao} Siopeng 
gy 000‘T a ae eS Rep em hone bleLs wie Ane eee A 
= 000‘S ae I ee ee ee ee ee L sopepes sroujreg 
000‘s$ 000‘TI¢ 000‘0T$ eb ea eine 8 aide Sale .etagon soqreyes eaneQstuWpy 

< :sesuedxe I9I1O 
oO 

000‘ST $ 000°S 000‘IF $ 0006 000°0€ $ 0009 ari Rated kia aY ek as a atthe at aaa ee sosuodxa Axoatpoq 
a 000‘ T 000‘ 000‘'F rer een eae ee eee ee Re SuIsp19 APY 
Q 000‘0T$ 000°LZ$ oooozs SUO[SSTUIUIOD PUB SOLTE[eS s_UOUISOTeS 
3 :sesuedxe Buryjes 
2 000‘SZ $ 000‘S $ 000‘0Z$ 000‘09 $ 000‘0S $ uysreur sso‘) 
000‘LL 000°SS 000‘Ss 000‘0IZ 000‘0ST eee ewww eee ewe ee eee wwe pros spoo3s, jo ys09 

000‘001T$ 000‘SZ$ 000‘Sz$ 000‘0LZ$¢ 000'00z¢ eee eee ere e ere ee ee ee eee eeseeesesreeee saTes 

12101 u xX 
2 ‘PFI 9D @ ‘PIT “OO V 


9S6I ‘TE 4equiaceq papua svah oy; 40f 
SSOT GNV LIWOug AO SLNAWALVIS 


74 













STUDENTS DEPARTMENT 






A SOLUTION 
(a) Statements illustrating advantages and disadvantages of proposals 


Proposal No. 1 
A CO. LTD. 
CONDENSED Pro-FoRMA CONSOLIDATED BALANCE SHEET 
as at December 31, 1956 























(after giving effect to proposal to acquire 95% of common shares of B Co. Ltd.) 
ASSETS 
ERMINE = 2g 84 once chee oe Ae eA Ve a Be SSR ig RT a, $ 75,000 
SII oh Se 2s Bot Ne RE es cote baht ee des on 2 Ss ath anit eed ai 84,000 
$159,000 
' LIABILITIES AND SHAREHOLDERS’ EQUITY 
NOMI EMRE af rg hE Oey Sig i. 4 tgnks ix hha Ss OWE SE ew sbeoa Eee re res $ 53,000 
IEE rae WU, i ra nt de casts Mat alba Noth le gaa elem here ks 20,000 
i Minority interest in B Co. Ltd.: 
UE oss 5 oS ha Ste owe sed ourew seed ees $12,000 
EE MN 9. 55s ans-ecismnrcemaeaswnaw aneeas 1,700 
| 13,700 
' 
RAEI 0 oF Reh 3 VS Od Secale nets eu walt 86,700 
; Shareholders’ equity 
i Share capital — 400 shares of a par value of $100 per share .. 40,000 
: Contributed surplus — premium on shares issued ........... 15,000 
ee PIINIEE eiwctuy ae ae te ie oh owe Geshe selena as 15,000 
Excess of book value of interest acquired in subsidiary over 
STEREOS 900s oes gc reratinna) cieo's, 5 ada swe Ok ee or 2,300 
‘TOUL SHALOROIUETS “GQUNY 66.0064 se cence cueeeectween 72,300 
$159,000 
A CO. LTD. 
STATEMENT OF ESTIMATED FUTURE CONSOLIDATED ANNUAL PRorFir oR Loss 
(after giving effect to proposal to acquire 95% of common shares of B Co. Ltd., and 
eliminating unrealized profit and non-recurring items) 
' eT OVA. eee Oran edn Save si, Poon MNS crs 0G Sow aT medio $470,000 
| SE ou wie cSate ord 0s Ee ED ES . 860,000 
INURE ieee 2S io. i BLES ROSA SERS TERS Oh ee ee Ree 110,000 
pn EMI esc tr eek Sah Shae Owes pose hcten, Wee 
Administrative and OUher Gxpenses .. 2... «65.6. bcc eee ee esse 34,400 
104,400 
j ee OS a are a ee 5,600 
PRUE HAIR: PMNS CORE 8 oe ce a ea ee eee Gx Sk ataies HOU ATE TO ee ews oe 1,120 
UNM EEMD ete tre nae ee eae sitet iar ei¥ it Gouap irs S oeersgstatioe dies 4,480 
Deduct portion of profit attributable to minority interests in B Co. Ltd. 
Pe UCI ees sien ide ealeeac eens ae eke ans 400 
RUMORED UREN UY @ 2s re Se ee SiS 5c Sant ae uhr len sui oe 84 
484 


Estimated annual profit for shareholders of A Co. Ltd. ................ $ 3,996 
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Proposal No. 2 
A CO. LTD. 
CoNDENSED Pro-FoRMA BALANCE SHEET 


as at December 31, 1956 
(after giving effect to proposal to purchase the assets of C) 








ASSETS 
I INI ee ht he CURR Oe rat NE ces Whe tLe a FR rad allo $50,000 
PUR IIR te ee kL Ge PNR ae cre cee art te Do ha ate 39,000 
RI SN iy Ares Sat oe ot nS ban lis he gta acl rots sl needs w 1,000 
$90,000 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
SE IR 8 GO NIEN cent rue Re Shh hd tear a hts AigwT ui Wies SRGACe IS $30,000 
Shareholders’ equity: 
Share capital — 350 shares of a par value of $100 a share .... $35,000 
Contributed surplus — premium on shares issued ............. 10,000 
MAIER sie oe heats ee eh nas eke 15,000 
60,000 
$90,000 


A CO. LTD. 


STATEMENT OF ESTIMATED FuTURE CONSOLIDATED 
ANNUAL ProrFit or Loss 
(after giving effect to proposal to purchase the assets of C, and eliminating 











non-recurring items) 
i MnO INL Sack Sr ric nk cit of Sioa tigi wer Sahay egy ces Wi orenrd O23 Shane oldie $300,000 
SS Ee ORB hoor ora bee kaa Sanh sity o8G 0 Hes VR a kwe wks Nes 225,000 
EMER, se GN UG Ssh b eas bid SESE SUG Nala ac Moree ates) 75,000 
OMEN. Rh endo Ee silav aes twa ula s 6 sas aeae at $45,000 
Administrative and other expenses ....................0..000005 25,000 
70,000 
PEE MS TEND MERMRE 55.5 Seis. 4 Se SRA TIN Re SUES wee 5,000 
UN NN RNIN 6 oa s,s /u lg tases sand 4,5 SN Ow AM dR a Sealons 1,000 
SanneEs MINE MIEN, 2 rh os eae edge Sia yak ee ak Col $ 4,000 








(b) Appraisal of alternative proposals 
Proposal No. 2 is the better one for the following reasons: 


1. Under Proposal No. 1, A Co. Ltd. must still contend with minority share- 
holders comprising the preferred shareholders of B Co. Ltd. and the small 
group of common shareholders of B Co. Ltd. who did not exchange their 
shares for those of A Co. Ltd. In addition, a large number of shares of 
A Co. Ltd. have been issued to former shareholders of B Co. Ltd. Con- 
trol by the original shareholders of A Co. Ltd. would be less assured un- 
der Proposal No. 1. 
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. There is a more favourable current and quick ratio position under Pro- 

posal No. 2. 

8. Prosposal No. 2 requires a smaller investment in long-term assets. 

4, Proposal No. 1 involves fixed charges of $1,400 for bond interest and a 
prior charge of $400 for preferred dividends in relation to an estimated 
annual profit of $2,080 for B Co. Ltd. 

5. Under Proposal No. 2 the gross profit ratio is 25%, under Proposal No. 1 















































00 
00 it is 23%. 
100 : $4,000 
6. Under Proposal No. 2 earnings per share are 350 7 $11.48; 
00 3,996 
— under Proposal No. 1 they are ss = $9.99 
7. The difference in book value per share under the two proposals is negli- 
00 gible. 
Editor’s Notes 
1, Calculations re Proposal No. 1 
Current assets 
/ I 5 bre 25S edie dn bs 86a nde EMER Ea ke $40,000 
= } STIS A MRR te te Si caty Si igctc Blasted dco aerials ee Oe BOL 46,000 
OR” pacts Tale 
= 86,000 
Toes overaratt OF B Cos TA, 2.26.6 codices i cea $10,000 
unrealized gain included in inventory figure 
ee as CE a ero ee 1,000 
11,000 
0 ~-- $75,000 
) 
: Current liabilities 
) EN Ce ites itis ian us he ae ae ears as SB pated, $30,000 
B Co. Ltd. (excluding overdraft, deducted above) ..... 23,000 
$53,000 
) 
} Minority interest in preferred shares of B Co. Ltd 
Provetved. Ghate Capel 2... cc ieee cases $10,000 
) Preferred dividends in arrears ................ Se hats 2,000 
$12,000 
Minority interest in common shares of B Co. Ltd. 
Common share capital — 5% of $40,000 = ................ $ 2,000 


} Less deficit 


RENNIN SF fone hte aor ep nhc Pee eG $ 3,000 
Add arrears of preferred dividends .............. 2,000 


unrealized increase in market value of inventory. . 
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Purchase discrepancy 
Interest acquired in B Co. Ltd. 


Ne a 
[OEE NO@GMMNBID Le ooo nd i gesweee ss bidsaaddes 


Cost of investment in B Co. Ltd. ~ 


150 shares in A Co. Ltd. at $200 ................... 


Excess of book value of subsidiary 


net assets over purchase price ................... 


Portion of consolidated profit available for minority 
common shareholders of B Co. Ltd. 
Profit of B Co. Ltd. for year ended 


December 31, 1956, as reported ............... 


Add expected decrease in expenses 


MINERS BEE eee esse i a oev ig Fistorsi Zine are ace 
Administrative expenses ....................... 
RI II en hea cis eke ay Sse ie ieee 


Less unrealized and non-recurring income 


Increase in market value of inventory ............ 
Profit on sale of fixed assets ...................- 


Less provision for income tax (20%)® .............. 


Estimated future annual profit of B Co. Ltd. 


Less preferred dividends .....................00005 


Profit available for common shareholders ............ 


Minority interest of common shareholders of 
B Co. Ltd. in estimated annual profit of 


ee Oe I as oc ns ceec ceo eceuanes 


$40,000 
6,000 


34,000 = $32,300 


30,000 


$ 2,300 








$ 1,000 
1,000 
2,600 





4,600 





5,600 


1,000 
2,000 


8,000 











*The tax credit resulting from the application of losses of B Co. Ltd. incurred 
in 1956 and prior years (the accumulated deficit) would result in the elimina- 
tion of the current tax provision of $520. This unusual and non-recurring item 
should, however, be eliminated in comparing the expected future operating 
results under the two proposals. 
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2. Calculations re Proposal No. 2 
Current assets 





RMR TERRE es toe A Ti te rele NG: 5 f9 Ba nha eh endl o aha $40,000 
C (excluding cash, not acquired) ...................... 11,000 
0 | 51,000 


Add Increase in cash from sale of inventories ($1,000) and 





0 RACE UR ITOUI ons, 0 hens’ Seams a bea od wale Shae 2,000 
Increase in cash from sale of 100 shares of A Co. Ld. 
= NN ose os oe ey eee nla sa aC aN 20,000 
: 73,000 
Deduct 
i Book value of inventories sold .............. $ 2,000 
Cost OF Tine machine... .. 6c s cevos wwnenss 1,500 
, eR vv iteriedcendies 18,500 


Doubtful accounts in accounts receivable of C 1,000 



































23,000 
$50,000 
Fixed assets 
i ae; Waa sper HOOKS. cca. chase icnes $30,000 
C — at appraised value 
| eta et ne rene ase $ 2,000 
ee re oe cere ara ee 2,500 
{ ERSTE Chee rneaeT errs reene heer res 4,500 
9,000 
| $39,000 
Goodwill 
ce 2 SS ag a a $18,500 
i Assets acquired 
: Accounts receivable ...................... $ 3,000 
SR rent el tne png aig OS 2 cae a 6,000 
eed CN 6 oe Oak Sain decode ehh 8,500 
17,500 
5 $ 1,000 
Examiners’ Comments 
1. A considerable number of candidates did not recognize the kinds of statements or 
schedules which would be appropriate for the purpose of part (a). 
2. A common error was to reduce administrative salaries by $10,000 instead of to 


$10,000. 
8. The handling of the minority interest on the balance sheet was a frequent source 
of difficulty. 








Alberta 
D. J. Morrison, C.A. has been appointed 
treasurer of Royalite Oil Co. Ltd., Calgary. 


British Columbia 

Fry, Rigsby & Co., Chartered Account- 
ants, Quesnel, announce the retirement of 
S. T. Fry, C.A. from active participation 
in the practice. Henceforth the practice 
will be carried on by G. A. Rigsby, C.A. 
under the same firm name. Mr. Fry will 
remain as a consultant to the firm. 


Manitoba 

Ross, Touche & Co., Chartered Account- 
ants, announce the removal of their offices 
to 10th Flr., Electric Railway Chambers, 
213 Notre Dame Ave., Winnipeg 2. 

W. H. Gray, C.A. was the guest speaker 
at the October meeting of the Winnipeg 
Chapter of the National Office Manage- 
ment Association. His subject was “What 
the Office Manager Should Expect from the 
Chartered Accountant”. 


New Brunswick 

J. A. Marven, C.A. announces the ad- 
mission to partnership of R. W. Black, 
C.A. and R. A. MacQuade, C.A. Practice 
of their profession will be carried on un- 
der the firm name of J. A. Marven & Co., 
Chartered Accountants, with offices at 1111 
Main St., Moncton. 

Reevey, Blackmore, Burnham, Laws & 
Page, Chartered Accountants, announce the 
admission to partnership of D. C. Mac- 
donald, C.A. of Saint John and W. G. Reid, 
C.A. of Fredericton. 


Newfoundland 

E. M. Hunter, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 338 Duckworth St., St. John’s. 
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Ontario 


P. D. Ellis, C.A. announces the removal 
of his office to Rm. 710, 330 Bay St. 
Toronto. 

Wilton C. Eddis & Sons, Chartered Ac- 
countants, Toronto, announce the change 
of their firm name to Wilton Eddis & Co., 
Chartered Accountants. 

Solmon, Feldstein & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 35 Hayden St., Toronto. 

Geo. A. Welch & Co., Chartered Ac- 
countants, and F. W. O'Sullivan, C.A. an- 
nounce their association for the practice of 
their profession in Picton. The practice will 
be carried on under the firm name of Geo. 
A. Welch & Co. with F. W. O'Sullivan as 
resident partner. 

Millard, Rouse & Rosebrugh, Chartered 
Accountants, Brantford, announce the ad- 
mission to partnership of B. J. Humble, C.A. 

W. F. White, C.A. has been appointed 
comptroller and secretary of Standard Tele- 
phones & Cables Mfg. Co. (Canada) Ltd., 
Montreal. 

Loftus A. Allen & Co., Chartered Ac- 
countants, 2 Toronto St., Toronto, an- 
nounce the admission to partnership of 
A. H. McLachlin, C.A. 


Quebec 

C. N. Campbell, C.A. announces the 
opening of an office for the practice of his 
profession at Ste. 31, 4521 Park Ave., Mont- 
real, 

P. S. Wise & Co., Chartered Accountants, 
announce the removal of their offices to Ste. 
300, 404 Notre Dame St. W., Montreal. 

G. G. Murray, C.A. has been appointed 
secretary-treasurer of Domil Ltd., Montreal. 
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INSTITUTE. NOTES 





B.C. INSTITUTE 


C.A. Club of Vancouver: “Trade with Red 
China” was the topic of the day at the 
December 1, 1958 luncheon meeting of the 
C.A. Club of Vancouver. Trevor Jordan- 
Knox, vice-president of Jordans Limited, 
gave a most interesting discourse on his 
personal experiences at the 1958 Canton 
Trade Fair and also exhibited some colour 
film slides of exclusive pictures which he 
had snapped in Hong Kong and Canton. 
Other special guests included Ed Disher 
of Disher Equipment Limited, and Derek 
Lukin Johnston, F.C.A., regional represen- 
tative of The Canadian Chartered Account- 
ant, who reported on the magazine’s cur- 
rent drive among the C.A. clubs and as- 
sociations for names of potential non-C.A. 
subscribers. 

A cocktail party at the Vancouver Lawn 
Tennis Club on Friday, December 5, served 
(with the assistance of a subsequent bump- 
er snowfall over the week-end) to whip 
up the spirits of club members and wives in 
anticipation of the festive season. A near- 
record attendance was clocked. 


ONTARIO INSTITUTE 


J. G. Brown, F.C.A., vice-president of the 
Institute, died suddenly in the Kitchener- 
Waterloo Hospital on November 11. Born 
in Paisley, Ontario, and educated at the 
Paisley High School, he became a student- 
in-accounts with Thorne, Mulholland, How- 
son & McPherson in 1921. Becoming a 
C.A. in 1928, he opened an office for his 
firm in Kitchener and was a senior part- 
ner of the firm at the time of his death. 
Mr. Brown was a Liberal member of the 
Ontario Provincial Government in 1948 
and was mayor of Kitchener in 1946-47. 
His community activities were many and 
varied. He was a past president of the 
K-W Kiwanis Club, past president of the 
Westmount Golf Club, past president of 
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the Y.M.C.A. board of directors, past gen- 
eral chairman of the K-W Federated Chari- 
ties, and a director of the Boy Scouts. He 
was immediate past president of the K-W 
Chamber of Commerce. He collapsed at 
the Granite Club just after completing the 
installation of the new members of the club. 

Mr. Brown was a member of the Insti- 
tute Council since 1952 and served on the 
executive for the past four years. To his 
wife the members of the Institute extend 
their sincerest sympathy. 


QUEBEC INSTITUTE 


Suspension of a member: Robert Racine 
of Jonquiere, Quebec, has been suspended 
from membership in the Institute for a 
period of four years for conduct deemed to 
be objectionable in a member of the In- 
stitute, and for having failed to uphold the 
honour and dignity of the profession. The 
suspension was authorized at a_ recent 
meeting of the Council of the Institute 
attended by more than 75% of its members 
and was the result of the unanimous vote 
of those present. 


Forums: A series of forum discussions in 
English terminated with the third meeting 
on Thursday, December 4. The subject on 
that occasion was “Management Engineer- 
ing” and the panel was made up of Gerald 
G. Fisch, vice-president and managing di- 
rector, Payne, Ross Limited; V. W. Tryon, 
treasurer, Canadian Pratt & Whitney Air- 
craft Co. Ltd.; Steve Dembicki, B.Sc., 
M.Eng., P.Eng., president, Alliance Man- 
agement Associates Limited. P. H. Irwin, 
C.A., secretary-treasurer, Urwick Currie 
Limited, was moderator. 

A series of forums in French got under 
way on Tuesday, December 16 with the 
subject “Form and Content of Annual 
Financial Statements”. Panel members were 


Gérard Gingras, vice-president, René T. 
Leclerc Inc.; Louis Hébert, assistant general 
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Order Form 
C.1.C.A. PUBLICATIONS 


(For description of publications 
see page opposite) 












0 Financial Reporting in Canada, 
(members $4.00) $5.00 


(0 Accounting Terminology 
(members $2.00) 2.50 


CJ Integrated and Electronic 
Data Processing in Canada 1.75 


(1 Canada's Investment Business 1.75 
0) Grain Accounting in Canada _ 1.25 
(J Municipal Finance in Canada 1.25 
0 Small Retail Store 












POS III sosesscincsicisecosicssss 1.25 
( Accounting for the Forest 
Product Industries ............ 1.75 












(0 Should Small Business 
Incorporate? .........s.s...ese00 25 


(0 Auditing Procedures ............ 1.25 


(0 Chartered Accountants 
Examinations in Canada . 


(0 Binder and Set of Research 
i es sets 


(0 Binder for bulletins .............. 


(0 Examination Questions; 1950 
1954, 1955, 1956, 1957 
(ea.) 


( Examination Solutions: 1956 


















The Canadian Institute of 
Chartered Accountants, 
69 Bloor St. East, Toronto 5, Ont. 






Please send (postage prepaid) pub- 
lications checked above. Enclosed find 
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manager, Banque Canadienne Nationale; 
Marcel Caron, C.A., Clarkson, Gordon & 
Co. Aurélien Noel, C.A., Maheu, Noel & 
Co. was moderator. 

The second in the French series is 
scheduled for Tuesday, January 20 at 
5.00 p.m. in the Institute assembly hall. 
The subject will be “Estate Planning”. 


Exclusion temporaire dun membre: M. 
Robert Racine, de Jonquiére, Québec, a 
été exclu des cadres de l'Institut pour une 
période de quatre ans, pour conduite ré- 
préhensible et atteinte 4 l’honneur et a 
la dignité de la profession. L’exclusion a été 
prononcée 4a |’unanimité des voix lors d’une 
récente assemblée du Conseil de l'Institut 
qui réunissait plus des trois quarts de ses 


membres. 


Forums: Jeudi, le 4 décembre, prenait fin 
une série de trois colloques en langue 
anglaise. Le sujet débattu a cette oc- 
casion était “Management Engineering” et 
les participants étaient MM. Gerald G. 
Fisch, vice-président et directeur-gérant de 
la maison Payne, Ross Limited; V. W. 
Tryon, trésorier de Canadian Pratt & Whit- 
ney Aircraft Co. Ltd.; Steve Dembicki, 
B.Sc., M.Eng., P.Eng., président de 
l Alliance Management Associated Limited. 
M. P. H. Irwin, C.A., secrétaire-trésorier 
de la maison Urwick Currie Limited, 
dirigeait le débat. 

Une série de colloques, en langue fran- 
caise, a débuté mardi, le 16 décembre, 
portant sur la “Présentation des états finan- 
ciers annuels”. Participaient 4 la discussion: 
MM. Gérard Gingras, vice-président de la 
maison René-T. Leclerc Inc.; Louis Hébert, 
gérant-général adjoint de la Banque Cana- 
dienne Nationale; Marcel Caron, C.A., de 
la maison Clarkson, Gordon & Co. 
M. Aurélien Noél, C.A., de la maison 
Maheu, Noél & Cie, était l’animateur. 

Le deuxiéme colloque en langue fran- 
caise est prévu pour mardi, le 20 janvier, 
a 5 heures de I’aprés-midi, dans la salle 
des réunions de l’édifice des comptables. II 
portera sur la “Planification des successions”. 


C.A. CLUB OF OTTAWA 


The 17th annual meeting of the club 
was held on October 30, 1958. The retir- 
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TS me); GAGA Publications = 


A 





BOOKS and 


FINANCIAL REPORTING 
IN CANADA, 2nd ed., 1957 


Designed for those who _ and prepare 
financial statements (members $4.00) $5.00 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
SUNMOUE csovcsssacenscioxs (members $2.00) $2.50 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 


Valuable reading for those interested in 
automatic data processing. Chapters on 
auditing electronically produced records, 
evaluating E.D.P. possibilities and case his- 
tories $1.75 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 

lets on the mysteries 

of the investment busi- 

ness — Toronto Soa © 
1.75 


& Mail 

ay 
GRAIN ACCOUNTING IN 
CANADA 





A useful reference for those interested in 
grain accounting $1.25 


BROCHURES 


MUNICIPAL FINANCE IN 
CANADA 

Municipal finance officers and auditors will 
find helpful data in this 40-page book- 
NOY  dxcinchantcinnieet gato en acistncedens $1.25 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper. $1.25 





ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 


tries' operations and special accounting 
SOMUON GN Stes cieieesdiasccaeaseelecavceattnagess $1.75 
SHOULD SMALL BUSINESS 
INCORPORATE? 

An outline of the advantages and disadvan- 
tages of incorporation ..........ccccesseeeeeeees 25¢ 


AUDITING PROCEDURES 


This introduction for the student-in-accounts 
has become a standard handbook........ $1.25 


CHARTERED ACCOUNTANTS 
EXAMINATIONS IN CANADA 


ACCOUNTING and AUDITING RESEARCH BULLETINS 


Bulletins, No. 2 and Nos. 4 to 15 
English or French 


EXAMINATION QUESTIONS and SOLUTIONS 


Questions, 1950, 1954, 1955, 1956, 
WOUND a svsnsade sobcxachusanciarearthstensosspeasestr (ea.) 50c 


A guide for exam. candidates ............ 50c 
Binder for bulletins ............cccceecceeeee $1.00 
Binder and set of bulletins................ $3.00 
WO UFO CUNY ai thei stascseceicctssessausice 50c 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 


<& See opposite page for order form 
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ing president, Ernest Lafferty, commented 
briefly on the highlights of the successful 
year just concluded. 


The following were elected to the execu- 
tive committee for the year 1958-59: W. 
Hogben, president; E. D. Lafferty, imme- 
diate past president; S. G. Payne, vice- 
president and public relations; T. E. Brown, 
secretary; M. K. Levinson, treasurer; G. W. 
Dunn, speakers and head table; H. F. Her- 
bert and R. B. Humphrys, membership and 
team captains; R. A. Levesque, recruitment 
and student liaison; B. W. Power, publicity; 
G. C. Tilley, entertainment and badges. 


Other members of the Executive Com- 
mittee will include: A. S. Merrikin repre- 
sentative of the Ontario Institute, and A. 
M. Henderson, representative of the Quebec 
Institute. 


On November 13, H. R. Balls, Comptrol- 
ler of the Treasury, Ottawa, was a guest 
speaker at a luncheon meeting of the club. 
His subject “The Role of Accounting in 
Public Administration” was found to be of 
great interest to the members. 


WINDSOR C.A, ASSOCIATION 


On October 21 members attended the 
first of a series of accounting seminars for 
chartered accountants, sponsored by Bur- 
roughs Adding Machine of Canada Ltd. 
Wray Holman, in charge of sales training 
for the company, presented a review of 
“Corporate Indebtedness: Theory and Ap- 
plication”. 

The annual social evening of the associa- 
tion was held on November 7 at the Elm- 
wood Casino, with approximately 60 people 
present. 


HAMILTON AND DISTRICT 
C.A. ASSOCIATION 

The second dinner meeting of the Hamil- 
ton and District C.A. Association, held on 
November 19 at the Royal Connaught Ho- 
tel, was a joint meeting with the Hamilton 
Lawyers Club. Guest speaker was Stuart 
D. Thom, Q.C., whose subject was “The 
Estate Tax Act”. 

The association held its third annual 
supper dance at the Hamilton Golf and 
Country Club, Ancaster, on Friday, Novem- 
ber 28. Approximately 60 couples attended. 


ONTARIO STUDENTS 
“Audit Hop”: This was the rather undig- 
nified name given to the fall dance of the 
association, held this year in the Royal 
York Hotel, Toronto, on Grey Cup night. 
The usual attendance of former years 
doubled, with 800 happy people dancing to 
Benny Louis and his orchestra. A capable 
committee under Bill Beatty made the 
arrangements and despite a “give-away” ad- 
mission price of $2.50 per couple, the night 
was a financial as well as social success. 
Guests included the president of the On- 
tario Institute, Mr. M. A. Bradshaw, and 
Mrs. Bradshaw. Plans are already in the 
making for 1959 — hope you'll be there! 


December Meeting: Edgar T. Alberts, a 
Toronto insurance broker, spoke to the 
meeting held December 3 in the lecture 
hall of the C.A. Building. Mr. Alberts re- 
cently returned from leading a party of 
Canadian businessmen on a tour of Russia. 
What he had to say, particularly about 
Russian industrial capacity, made interest- 
ing listening. Attendance was reasonably 
good by normal December standards, but 
the Meetings Committee is hoping for ca- 
pacity audiences for the rest of the series. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 





ACCOUNTING PRACTICE WANTED: 
Toronto area preferred. By direct purchase 
or succession arrangement. Box 840. 





ACCOUNTING PRACTICE WANTED: 
Chartered accountant desires to purchase 
accounting practice in Montreal and 
vicinity, English or French. Box 842. 


PRACTICE WANTED: Chartered account- 
ant wishes to purchase an accounting prac- 
tice in Toronto. Partnership or agreement 
for succession considered. Box 843. 


CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional insurance and 
municipal experience, requires position, 
available immediately. Box 837. 


POSITION WANTED: Leading to partner- 
ship in Toronto or Southern Ontario. C.A., 
age 32, wishes to join a growing firm with 
the prospect of becoming a partner. Some 
capital is available. Past experience in- 
cludes eight years with practising firm and 
four years in industry close to executive 
level. Box 846. 





OTTAWA — C.A. available on part time 
basis. Box 844. 





BILINGUAL CHARTERED ACCOUNT- 
ANT seeks challenging position. Three 
years in industry has provided him with 
excellent experience in most phases of in- 
dustrial accounting, office management, 
credits and collections. Reply to Box 841. 





CHARTERED ACCOUNTANT, B.A., 
B.Com., 28, bilingual, a year’s experience 
desires position with practising firm. Box 
848. 


LATIN AMERICA: International public 
accounting firm has career openings for 
capable Chartered Accountants. Offices are 
located in large modern cities in many 
Latin American countries. 

Opportunity for advancement coupled 
with attractive compensation. Contracts are 
generally for two or three years and are 
renewable by mutual agreement. Candi- 
dates may be single or married. Knowl- 
edge of Spanish desirable but not essential. 

Please submit complete summary of your 
qualifications and experience, including 
salary requirements, to Box 845. 


CHARTERED ACCOUNTANT WANTED: 
Toronto chartered accountant, established 
many years, offers good opportunity to a 
young graduate interested in public prac- 
tice as a career. Reply giving full par- 
ticulars of experience, qualifications and 
references, etc. Box 847. 


WANTED FINANCIAL CONTROLLER: 
Long established finance companies with 
head office in Toronto require services of 
a chartered accountant. Great opportunity 
for right man with some knowledge of 
treasury procedures, imagination, resource- 
fulness and ability to deal with clients. 
Send details as to age, personal data, ex- 
perience, and desired salary to Box 849. 





CHANGE OF ADDRESS 
Members and students who change their address and advise The Canadian 
Institute of Chartered Accountants of such change should also notify their 


own provincial Institute. 


Periodic reconciliations of mailing lists are carried out but to ensure prompt 
receipt of all provincial Institute mail, it is essential that the secretary of the 
provincial Institute be notified directly. 








BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors , 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - : . Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street - - - + + + Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street : - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street - - -  -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 















LIFE INSURANCE 


TOM CROOKSTON 
Specializing in non-cancellable disability insurance 
Individual, partnership, “key-man” 


THE PAUL REVERE LIFE INSURANCE COMPANY 
663 YoNcE St., TORONTO WALNuT 4-77338 
NORMAN COWAN C.L.U. 


Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 


Licensed with EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA _1I Adelaide St. W., Toronto 


ESTATE PLANNING ASSOCIATES 


E. L. ARCHER D. BRAINERD CARLYLE 


Licensed to North American Life Assurance Company 
SUITE 510, STERLING TOWER BLDG., TORONTO EM. 4-0241 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 
SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 
W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. j 
Murray Bostey, B. Comm., F.R.I. Raymonp Bostey, C.P.M., F.R.I. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 


Real Estate 
847 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Srewart, M.Como., M.A.L., A.A.C.I. G. I. M. Younc, B.Sc., A.R.L.C.S., M.A.I. 





CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET TORONTO EM 8-2316 


R. S. CHAFFE A. D. MacKenzr, P.Enec., M.A.I. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S. 
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Specializing in 


Professional 


(Group 


Continental hectdioas wad 
| Casualty | Sickness 


Company | INSURANCE 


Ross D. Hers 
Vice-President and 61 Years of successful underwriting 
Canadian General Manager Claims paid exceed one billion 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


yer cReEREEET: 


Annual Audit... 


' The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Limited 


Members: The Investment Dealers’ Association of Canada 
TORONTO + OTTAWA « HAMILTON ¢ WINNIPEG e¢ MONTREAL 





Canadian 


Succession Duties Reports 


The Estate Tax Act 

The Dominion Succession Duty Act 
The Ontario Succession Duty Act 
The Quebec Succession Duties Act 
Gift Tax 

Stock Transfer Requirements 

Stock Transfer Directory 


Full text reporting of— 
pertinent court decisions 


Do you know how the new 
Estate Tax Act and the new gift 
tax provisions affect life insurance 
proceeds, — annuities, — the wills 
you are drawing up,—the estates 
you are helping to settle or to 
plan? 


The loose leaf CCH CANADIAN 
SUCCESSION DUTIES REPORTER 
reproduces and comments exten- 
sively upon the new Estate Tax 
Act, the Dominion Succession 
Duty Act (still operative for 
estates of persons who died before 
1959) the Gift Tax and the 
Ontario and Quebec Succession 
Duties Acts. 


One Loose Leaf Volume—Topically and Cumulatively Indexed 


$30. per year for two years 


$32. per year for one year 


No Installation Charge. 


C_C H CANADIAN LIMITED 


LST dMoWOWW" 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 
TORONTO 19, ONT. 


RU. 3-3335 


132 St. James St. W. 
MONTREAL 1, QUE. 


VI. 9-6954 








